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This Annual Report on Form 10-K, including Monagement's Discussion and Analysis of Financial Condition and
Results of Operations, contains forward-looking stotements, within the meaning of the Privale Securities Litigation Reform
Act of 1995, that reflect our views about future events and financial performance. When used in this report, the words
“expect,” “feel," “believe,” “will,” “may," “should," “anticipate,” "intend," “estimate," "project” “forecast,* “plan,"
and similar expressions are intended to identify forward-looking statements, which are generally not historical in nature,
Forward-looking statements include, but are not limited to, financial projections and estimates and their underlying
assumplions; statements regarding plans, objectives and expectations with respect to future operations, products and services,
tind statements regording future performance. Forward-looking statements are subject to known and unknown risks and
unceriainties, many of which are difficult to predict and generally beyond our control, that could cause actual results to diffir
materiafly from those expressed in, or implicd or projected by, the forward-looking information and statements. You are
cautioned not to place undue reliance on these forward-looking statements that speak anly as of the date hereof, You are also
urged lo carefully review and consider the various disclosures mede by us, which attempt to advise interested partics of the
factors that affect our business, including “Risk Factors™ set forth in Part I, Item 1A hereof and our reports filed with the U S.
Securities and Exchange Commission, or SEC, from time to time Except to the extent otherwise required by federt
securities laws, we do not undertake any obligation to republish revised forward-looking statementa to reflect events or
circurnstances afler the date hereof or to reflect the occurrence of unanticipated events,

Refercnces in this Annual Report on Farm 10-K to the terms “we,” “our,” “'us," "Anthem" or the "Company " refer to
Anthem, Inc., an Indiana corporation, ond, unless the context atherwise requires, its direct and indirect subsidiaries.
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PART1
ITEM 1. BUSINESS.
General

We arc one of the largest health benefits companies in terms of medical membership in the United States, serving 38.6
million medical members through our affiliated health plans as of December 31, 2015. We are an independent licensec of the
Blue Cross and Bluc Shield Association, or BCBSA, an association of independent health benefit plans, We serve our
members as the Blue Cross licensee for Califomia and as the Blue Cross and Blue Shield, or BCBS, licensee for Colorado,
Connecticut, Georgin, Indiana, Kentucky, Maine, Missouri {(excluding 30 countics in the Kansas City area), Nevada, New
Hampshire, New York (as BCBS in 10 New York City metropelitan and surrounding counties, and as Blue Cross or BCBS
in selected upstate counties only), Ohic, Virginia (excluding the Northem Virginia suburbs of Washington, D.C ) and
Wiscoensin. In o majority of these service arcas we do business a3 Anthem Blue Cross, Anthem Blue Cross and Blue Shicld,
Blue Cross and Blue Shield of Georgia, and Empire Blue Cross Bluc Shield, or Empire Blue Cross (in our New York service
areas). We also conduct business through an arrangement with another BCBS licensee in South Carotina. We conduct
business through our AMERIGROUP Corporation, or Amerigroup, subsidiary, in Florida, Georgin, Kansas, Louisiana,
Maryland, Nevada, New Jersey, New Mexico, New York, Tennessee, Texas, Washington and effective January 1, 2016, in
lowa. In addition, we conduct business through our recently acquired Simply Healthcare Holdings, Inc., or Simply
Healthcare, subsidiary in Florida. We also serve customers throughout the country as HealthLink, UniCere (including a non-
risk arrangement with Messachusetts), and in certain Arizona, Califernia, Nevada and Virginia markets through our
CareMore Health Group, Inc., or CareMore, subsidiary. We are licensed to conduct insutante operations in all 50 states
through our subsidiarics.

On July 24, 2015, we and Cigna Corporation, or Cigna, announced that we entered into an Agrecment and Plan of
Meeger, or Merger Agreement, dated as of July 23, 2015, by and among Anthem, Cigna and Anthem Merger Sub Corp., 1
Delaware corporation und our direct whotly-owned subsidiary, pursuant to which we will acquire all outstanding shares of
Cigna, or the Acquisition. The Acquisition will further our goal of creating a premier health benefits company with critical
diversification and scale to Jead the transformation of health carc delivery for consumers. Cigna is & global health services
organization that delivers affordable and personalized products and services to customers through employer-based,
government-sponsered and individual coverage amangements. All of Cigna's products and services are provided exclusively
by or through its aperating subsidiaries, including Connecticut Generel Life Insurance Compuny, Cigna Health and Life
Insurance Company, Life Insurance Company of North America and Cigna Life Insurance Company of New York. Such
products and services include an intcgrated suite of health services, such as medical, dental, behavioral health, pharmacy,
vision, supplemental benefits, and other related products including group life, accident and disability insurance, Cigna
maintains sales capabiity in 30 countries and jurisdictions.

Under the terms of the Merger Agreement, Cigna's shareholders will receive $103.40 in cash and 0.5152 shares of our
common stock for each Cigna common share outstanding. The value of the transaction is estimaied to be approximately
$53.0 billion based on the closing price of our common stock on the New York Stock Exchange on July 23, 2015, The final
purchase price will be determined based on our closing stock price on the date of closing of the Acquisition. The combined
company will reflect a pro forma equity ovmership comprised of approximately 67% Anthem sharcholders and
approximately 33% Cigna sharcholders, On December 3, 2015, both our and Cigna's sharcholders epproved the proposals
necessary o proceed with the Acquisition,

We expect to finance the cash portion of the Acquisition through available cash on hand and the issuance of new debt,
The Acquisition is expected to close in the second half of 2016 and is subject to certain state regulatory approvals, other
standard closing conditions and customnry approvals required under the Han-Scott-Rodino Antitrust Improvements Act. For
additional information, see *Risk Factors” included in Part I, tem i A; “Management’s Discussion and Analysis of Financial
Condition and Resulis of Operations - Overview” included in Part 11, Item 7; and Note 3, “Business Acquisitions and
Divestiture - Pending Acguisition of Cigna Corporation® included in Part II, Item 8 of this Annual Repost on Form 10-K.

In February 2015, we reported that we were the target of a sophisticated extemnal cyber attack. The attackers gained
unauthorized access to certain of our information technology systems and obtained persanal information related to many
individuals and employees. We have continued to implement security enhancements since this incident and are supporting
federal jaw enforcement efforts to identify the responsible parties. For additional information about the cyber attack, sce
Note

3.
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13, “Commitments and Contingencies - Cyber Aitack Incidens, to our sudited consolidated financial statements included in
Part 11, [tem 8 of this Annual Report on Form 10-K.

On February 17, 2015, we completed our acquisition of Simply Healthcare, u leading managed care company for people
enrolled in Medicaid and Medicare programs in Florida, This acquisition aligns with our strategy for continued growth in our
Govemment Business segment. As a result, we serve more than six hundred thousand membera in Florida through our
affiliated Amerigroup and Simply Healthcere Medicaid and Medicarc plans. For additional information, see Note 3,
“Business Acquisitions and Divestiture - Acquisition of Simply Healthcare® included in Part I1, Item 8 of this Annual Report
on Form 10-K.

We have a vision of becoming America's valued health partner. Together we are transforming health care with trusted
and caring solutions and as 4 result, we focus on delivering quality products and services that give members access 1o the
care they need. With an unyielding commitment to mecting the needs of our diverse customers, we are guided by the
following values;

*  Accountable

«  Caring

»  Easy to do business with
*  Innovative

»  Trustworthy

We offer 2 broed spectrum of network-based managed caro plans to large and small employer, individual, Medicoid and
Medicare markets, Cur managed care plans include: preferred provider organizations, or PPOs; health maintenance
organizations, or HMOs; point-of-service, or POS, plans; traditional indemnity plans and other hybrid plans, including
consumer-driven health plans, or CDHPs; and hospital only and limited benefit products, In addition, we provide a broad
armay of managed care services to selffunded customers, including claims processing, underwriting, siop loss insurance,
aciuarial services, provider network nccess, medical cost management, disease management, wellness programs and other
administrative services, We provide an array of specialty and other insurance products and services such as dental, vision,
life and disability insurance benefits, radiology benefit manogement and analytics-driven personal health care. We also
provide services ta the federal govemment in connection with the Federal Employes Program, or FEP.

The increased facus on health care costs by employers, the government end consumers has continued to drive the growth
of alternatives to traditional indemnity health insurance. HMO, PPO and hybrid plans, such as POS plans and CDHPs, arc
among the various forms of managed care products that have been developed. Through these types of products, insurers
atiempt to contain the cost of health care by negotiating contracts with hospitals, physicians and other providers to deliver
high quality health care to members at favorable rates Thesc products usually feature medical management and other quality
and cost optimization measures such as pre-admission review and approval for certain non-emergency services, pre-
authorization of outpatient surgica procedures, network credentialing to determine that network doctors and hospitals have
the required centifications and expertise, and various levels of care management programs to help members better understand
and navigate the health care systetn. In addition, providers may have incentives to achieve certain quality measurcs, may
share medice] coat risk or may have other incentives 1o deliver quality medical services in s cost-cfTective manner. Also,
certain plans offer members incentives foc healthy behaviors, such as smoking cessation and weight management, Members
are charged periodic, prepaid premiums and generally pay co-payments, coinsurance and/or deductibles when they receive
services. While the distinctions between the various types of plans have lessened over recent ycars, PPO, POS and CDHP
products generally provide reduced benefits for out-of-network services, while traditional HMO products generally provide
little to no reimbursement for non-emergency out-of-network utilization, but ofien offer more gencrous benefit coverage. An
HMO plan may also require members to select one of the network primary care physicians, or PCPs, to coordinate their care
and spprove any specialist or other services.

Economic factors, greater consumer and employer sophistication, and accountability have resulted in an increased
demand for choice in both product/bencfit designs and provider network conhigurations. As a result we continue to offer our
broad access PPO networks with multiple benefit designa, but are also focused on leveraging our emerging provider
collaboration initiatives with our Accountable Care Organization, or ACO, partnerships to develop both narrow and tiered
network offcrings, This arrny of network and product configurations allows buth the employer and the employee to design

-4
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and select the combination of benefit designs (¢.8., tmditional PPOs, high deductibles, HRAs, HSAs, PCP based products,
tiered copays) and networks (¢.g., broad, narrow, tiered, closed and open) that optimize choice, quality and price at the
consumer, cmployer and market level. We believe we are weli-positioned in cach of our states to respond to these market
preferences.

For our fully-insured products, we charge a premium and essurme all of the health care risk. Under self-funded and
partially-insured preducts, we charge a fee for services, and the employer or plan sponsor reimburses us for all or most of the
hicalth care costs. In eddition, we charpe a premium to provide administrative services to Large Group and National Account
employers that maintain scif-funded health plans and we underwrite stop losa insurance for self-funded plans.

Our medical membership includes seven different customer types: Local Group, Individual, National Accounts,
BlueCard®, Medicare, Medicaid and FEP.

BCBS-branded business generally refers to members in our service areas licensed by the BCBSA Non-BCBS-branded
business refers to members in our non-BCBS-branded Amerigroup, CareMore and Simply Healthcare plans, as well as
HealthLink and UniCare members In addition to the above medical membership, we also serve customers who purchuse one
or more of our ather products or services that are often ancillary to our health business.

Our products are generally developed and marketed with an emphasis on the differing needs of our customers. In
particular, our product development and marketing efforts take into account the differing characteristics between the various
customers served by us, as well as the unique needs of educational and public entities, labor groups, federal employee health
and benefit programs, national employers and state-run programs servicing low-income, high-risk and under-served markets.
Each business unit is responsible for product design, pricing, enrolling, underwriting and servicing customers in specific
customer types. Overall, we seek to establish pricing and product designs to provide value for our customers while achieving
an appropriate level of profitability for cach of our customer categories balanced with the competitive objective to grow
market share. We believe that one of the keys to our success has been our focus on these distinct customer types, which
better enables us to develop benefit plans and services that meet our customers® unique needs.

We market our products through direct marketing activities and an extensive network of independent agents, brokers and
retail partnerships for Individua) and Medicare customers, and for certain Local Group customers with a smaller employee
base. Products for National Accounts and Locai Group customers with & larger employee base arc gencrally sold through
independent brokers or consultants retained by the customer and working with industry specialists from our in-house sales
force In ths Individual and Senall Group markets, we offer on-exchange products through state or federally facilitated
marketplaces, referred to as public exchanges, and off-exchange products. Federal premium subsidies ore aveilable only for
certain members who purchase certain public exchange products.

Being a member of the BCBS companics, of which there were 36 independent primary licensees as of December 31,
2015, creates significant market advantages, especially when competing for very larpe multi-state employer groups. For
example, each BCBS member company is ablc to take advantage of othee BCBS licensees’ subsiantial provider networks and
discounts when any BCBS member works or travels outside of the state in which their policy is writicn, This program is
referred to as BlueCard® and is 2 source of revenue when we provide member setvices in the states where we are the BCBS
licensee to individuals who are customers of BCBS plans not affilinted with us. This program also provides a national
provider network for our members when they travel to ather states.

For additional information deseribing each of our customer types, detailed marketing efforts end changes in medicat
membership over the Jast three years, see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” included in Part 1, Item 7 of this Annual Report on Form 10-K.

Our results of operations depend in targe part on accurately predicting health care costs and our ability 10 manage future
health care costs through adequate product pricing, medical managemnent, product design and negotiation of favorable
provider contracts,

Advances in medical technology, increases in specialty drug costs, the aging of the population and other demographic
characteristics continue to contribute to rising health care costs, Our managed care plans and products are designed to
encourage providers and members to participate in quality, cost-effective health benefit programs by using the full range of
our innovative medical management services, quality initiatives and financie! incentives. Qur significant market share and

-5
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high business retention rates enable us (o realize the long-term benefils of investing in preventive and early detection
programs. Out ability to provide cost-effective health henefits products and services is enhanced through a disciplined
approach to intemnal cost containment, pradent management of our risk exposure and successful integration of acquired
businesses, In addition, our ability to manage selling, general and administrative costs continues o be a driver of our overall
profitability.

Our future results of operations will also be impacted by certain external forces end resulting changes in our business
model and strategy. In 2010, the Patient Protection and Affordable Care Act, or ACA, as well as the Health Care and
Education Reconciliation Act of 2010, or collectively, Health Care Reform, became law, causing significant changes to the
U.S. healih care system. Since then, significant regulations have been enacted by the U.S. Department of Health and Human
Services, or HHS, the Department of Labor and the Department of the Treasury. The legislation and regulations are fus-
reaching and are intended to expand access 1o healih insurance coverage over time by mandating that most individuals obtain
heelth insurance coverage, increesing the eligibility thresholds for mest state Medicaid programs and providing certain other
individuals and small busincsses with tax credits to subsidize a portion of the cost of health insurance coverage. As a result
of the complexity of the law, ils impact on health care in the United States and the conlinuing modification and interpretation
of Health Care Reform rules, we continue to analyze and refine our estimates of the ultimate impact of Health Care Reform
on our business, cash flows, financial condition and results of operations. Health Care Reform presents us with new growth
opportunities, but also introduces new risks, regulatory challenges and uncenainties, und required changes in the way
praducts are designed, underwritten, priced, distributed and pdministered. For additional discussion, see “Regulation,” herein
and Part 1, [tem 1A “Risk Factors” in this Annual Report on Form 10-K.

In addition to the extemal forces discussed in the preceding paragraph, our results of operations are impacted by levels
and mix of membership. In recent years, we have experienced membership growth duc to the quality and pricing of our
heaith benefits products and services, improved economic conditions, decreases in unemployment, acquisitions, entry into
new markets and expansions in existing markets. In adgition, we believe the seli-insured portion of our group membership
base will continue to increase as a percentage of total group membership. However, these membership trends could be
nepatively impacted by various factors that could have a materinl adverse effect on our future results of operations such ay
general economic downtums that result in busincss failures, failure to oblain new customers or retain existing customers,
premium increases, benefit changes or our exit from a specific market. See Part 1, Item 1A “Risk Factors” and Part 11, Item 7
“Management's Discussion and Analysis of Financisl Condition and Results of Operations” included in this Annual Report
on Form 10-K.

Private exchanges have gaincd visibility in the marketplace based on the promise of helping ¢employers reduce costs,
increase consumer engagement and manage the complexitics created by the ACA and other market forces. While private
exchanges have been a distribution channel in the Medicare and Individual markets for some time, the heightened level of
activity and investment among the consulting and broker communitics and other health insurance carriers has generated an
increasing level of interest among cmployers in the Commercial merket. To date, adoption levels have been lower than
analyst predictions. While the ullimate volume, pace of growth and winning business models remain highly uncertain, we
believe private exchanges will provide opporiunities for growth.

Our approach to the private exchange market has been broad-based and we believe we are weil-positioned to adapt with
the market as it evolves, in 2011, we jeintly acquired Bloom Health with Health Care Service Corporation and Blue Cross
Blue Shield of Michigan, and today it offers an advanced consumer expericnce platform to employers as Anthem Health
Marketplace. We glso currently participate in four large national consultant-led exchanges, several regional broker-led
exchanges and various individual, commercial and Medicare exchanges, We will continue (o assess this highly dynamic
market, build out intermal capabilities and enhance partnerships to ensure we are best positioned to capitalize on future
growth

We continue to belicve health care is local and that we have the strong local presence required to understand and meet
local customer needs, We believe we are well-positioned to deliver what customers want: innovative, choice-based and
affordable products; distinctive setvice; simplified transactions; and better access to information for quality care. Qur local
presence, cambined with our netional expertise, has created oppertunities for colfaborative programs that reward physicians
and hospitals for clinical quality and excellence. We feel that our commitment to health improvement and care management
provides added value to customers and health carc professionals. We believe that an essential ingredient lor practical and
sustainable improvements in health care is raising health carc quality while managing costs for total cost afTordability. We

-
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have identificd initintives that we believe will deliver better health care while reducing costs. These include driving
innovation in paying and parinering with providers to compel improved cost, quality and health along with finding new,
effective ways 1o manage risk and cngage the member as a consumer. In addition, we seck to achieve efficiencies from our
national scale while optimizing service performance for our customers. Finally, we seek to continue o rationalize our
portfolio of businesses and products, and atign our investments to capitalize on new opportunities lo drive growth in both our
existing and new markets in the future.

We continue to cnhance inleractions with customers, providers, brokers, agents, employees and other stakeholders
through web-enabled technology and improving interna! operations. Qur approach includes not only sales and distribution of
health benefits products on the Internet, but also implementation of ndvanced capabilities that improve services benefiting
customers, agents, brokers, and providers while optimizing administrative costs. These enhancements can glso help improve
the quality, coordination and safety of health carc through increased communications between patients and their physicizns.

We intend to continue pursuing our vision of becoming America's valued health parmer by transforming health care with
trusted and caring solutions and by delivering quality products and services that give members access to the care Lhey need.
At the same time, we will focus on earnings per share, or EPS, growth through organic membership gains, improvements in
our operating cost structure, strategic acquisitions and the cfficient use of capital.

Significant Transactions

While Health Care Reform has caused significant changes to the U.S_ health care system in recent years, the more
significant transactions that have occurred over the Jast five years that have impacted or will impact our capital structure or
that have or will influence how we conduct our business operations include:

*  Pending acquisition of Cigna expected to close in the sccond half of 2016,
*  Acquisition of Simply Healthcare (2015);

«  Use of Capital—Board of Directors declaration of dividends on comimon stock (204 1 through February 2016) and
an increase in the quarterly dividend to $0 6500 per share (February 2016); authorization for repurchases of our
common stock (2015 and prior); and debt repurchases and new debt issuance (2015 and prior);

¢ Acquisition of Amerigroup and the related debt issuance (2012);
*  Acquisition of 1-800 CONTACTS (2012) and subsequent divestiture (2014); and
+  Acquisition of CareMare (2011},

For edditional information regarding certain of these transactions, see Nole 3, “Business Acquisitions and Divestiture,”
Note 12, “Debt,” and Note 14, “Capital Stock,” to our sudited consolidated financial statements inchizded in Part 11, ftem 8
of this Annual Report on Form 10-K.

Competition

The managed care industry is highly competitive, both nationally and in our local markets, Competition continues to be
intense due to aggressive marketing and pricing, business consolidations, a proliferation of new preducts, the impact of
Health Care Reform, and increased quality awareness and price sensitivity among customers,

We believe that participants in the managed care industry compete for customers based on quality of service, price,
access to provider nctworks, access 1o care management and wellness programs (including health information), innevation,
breadth and flexibility of products and benefits, reputation (including National Committee on Quality Assurance, or NCQA,
accreditation status), brand recognition and financial stability. Our ability to attract and retain customers is substantially tied
to our ability to distinguish ourselves from our competitors in these arcas,

Also, o health plan’s ability o interact with cmployers, members and other third parties {including health care
professionals) via the Iniernet has become a more important competitive factor, end we have made significant investments in
technology to enhance our electronic interaction with providers, employers, members and third parties,

ey
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We believe our exclusive right to market products under the most recognized brand in the industry, BCBS, in our most
significant markets provides us with an advantage over our competition. Our provider networks in our markets enable us to
achieve efficiencies and distinctive service levels enabling us to offer a broad range of health benefits to our customers on a
more cost-effective basis than many of our competitors. We strive to distinguish our products through provider access,
service, care management, product value and brand recognition.

Pricing in our Commercial and Specialty Business segment (defined below), including cur Individual and Small Group
lines of business, remains competitive and we strive to price our health care benefit products consisient with anticipated
underlying medical trends. We believe our pricing strategy, based on predictive modeling, proprietary revearch and data-
driven processes, as well as our overall invesiments for Health Care Reform, have positioned us to benefit from the potential
growth opportunities available in fully-insured commercial products as a result of Health Care Reform. The public
exchanges have increased the risk that our products will be selected by individuals who have a higher risk profile of
utilization rate than the pool of participants we anticipated when we established the pricing for these public exchange
products. We believe that our pricing strategy, bmnd name and network quality will provide a strong fonndatian for
commerciol risk membership growth oppartunities in the future.

To build our provider nctworks, we compete with othier health benefits plans for the best contracts with hospitals,
physicians and other providers. We bedieve that physicians and other providers primarily consider member volume,
reimbursemnent rates, timeliness of reimbursement end administrative service capabilitics along with the reduction of non-
value added administrative tasks when deciding whether to contract with a heatth benefits plan

At the sales snd distribution level, we compete for qualified agents and brokers to recommend and distribute our
products. Strong competition cxists emong insurance companics and health benefits plans for agents and brokers with
demonstrated ability to secure new business and maintain existing accounts. We believe that the quality and price of our
products, support services, reputation and prior relationships, along with a reasonable commission structure are the factors
agents and brokers consider in choosing whether to market our products, We belicve that we have good relationships with
aur agents and brokers, and that our products, support scrvices and commission structure comparc favarably to those of our
competitors in all of our mackets. Typically, we are the largest competitor in each of our Blue-branded markets and, thus, are
1 closely watched target by other insurance competitors,

Reportable Scgments

We manage our operations through three reportable segments: Commercial and Specialty Busincss, Government
Business and Other, We regularly evaluate the appropriateness of our reportable segments, particularty in light of
organizational changes, mesger and acquisition activity and changing iaws and regulations. Therefore, these reportable
sepments may change in the future.

Our Commercial and Specialty Business and Gevemment Business segments both offer a diversified mix of managed
care products, including PPOs, HMOs, traditiowal indemnity benefits and POS plans, as well as a variety of hybrid benefit
pians including CDHP3, hospital only and limited benefit products.

Our Commerciat and Specialty Business segment includes our Local Group, Notional Accounts, Individunl and
Specialty businesses, Business units in the Commercial and Specialty Business segment ofTer fully-insured health products,
provide a broad array of managed cate services to self-funded customers including claims processing, underwriting, stop loss
insurance, actuarial services, provider network nccess, medical cost management, disease muonagement, wellness programs
and other administrative services; and provide an armay of specialty and other insurance products and services such as dental,
vision, life and disahility insurance benefits, radiology benefit management and analytics-driven personal health care
guidance.

Qur Government Business segment includes Medicare and Medicaid businesses, Nationa) Government Services, of
NGS, and services provided Lo the federal govemment in connection with FEP. Medicare business includes services such as
Medicare Advantage, Medicare Part D, and Medicare Supplement. Medicaid business includes our managed care altctnatives
through publicly funded health care programs, including Medicaid, Temporary Assistance for Needy Family programs, or
TANF; programs for seniors and people with disabilities, or SPD; programs for long-term services and support, or LTSS;
Children’s Health Insurance Programs, or CHIP; and ACA-related Medicaid expansion programs. NGS acts as a Medicare
contractor for the federal government in several regions across the nation.
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Qur Qther segment includes other businesses that do not meel the quantitative thresholds for an eperating segment ns
defined by Financial Accounting Standards Board, or FASB, guidonce, ns well as corporate expenses not allocated to the
other reportable segments.

Through our participation in various federal government programs, we genernied spproximately 18.8%, 21.0% and
20 3% of our total consolidated revenues from agencies of the U.S. govemnment for the years ended December 31, 2015,
2014 and 2013, respectively. These revenues are contained in the Govemment Business segment. An immaterial amount of
our tota) copsolidated revenues is derived from activities outside of the U.S

For additional information regarding the operating results of our segments, see Part 11, Item 7 “Management's
Discussion and Analysis of Financial Condition and Results of Operations” and Nete 19, “Segment Information,” to our
audited consolidated financial siatements included in Part II, itcm 8 of this Annual Report on Form 10-K.

Products and Services
A general description of our products and services is provided below:

Preferred Provider Organization:  PPO products offer the member an option to select any health care provider, with
benefits reimbursed by us at a higher level when carc is received from a participating network provider. Caverge is subject
to co-payments or deductibles and coinsurance, with member cost sharing usually limited by cut-of-pocket maximums,

Consumer-Driven Health Plans: CDHPs provide consumers with increased financial responsibility, choice and control
regarding how their hewlth care dollars arc spent. Generally, CDHPs combing a high-deductible PPO plan with an employer-
funded and/or employee-funded personal care sccount, which may result in tax benefits to the emplayes. Some or all of the
dollars remainitg in the personal care eccount at year-end can be rolled over to the next year for future health care needs.

Traditional Indemnity: Indemnity products offer the member an option to select any health care provider for covered
services. Coverage is subject to deductibles and coinsurance, with member cost sharing usually limited by out-of-pocket
maxitmums.

Health Maintenance Organization: HMO products include comprehensive manaped care benefits, generally through n
participating network of physicians, hospitals and other providers. A member in one of our HMOs must typicolly select a
PCP from our network. PCPs generally are family practitioners, internists or pediatricians who provide necessary preventive
and primesy medical care, and are generally responsible for coordinating other necessary health care services. We offer
HMO plans with varying levels of co-payments, which result in different levels of premium rates

Point-of-Service; POS products blend the characteristics of HMO, PPOQ and indemnity plans. Members can have
comprchensive HMO-style benefits throngh participating network providers with minimum out-of-pocket expenses (co-
payments) and also can go directly, without a referral, 1o any provider they choose, subject to, among other things, certain
deductibles and coinsurance. Member cost sharing is limited by out-of-pocket mexmums.

ACA Public Exchange and Off-Exchange Products: The ACA required the modification of existing products and
development of new products 1o meet the requirements of the legislation, subject to certain transitionn] relief. Individual and
Smal! Groop products cover essential health benefits as defined in the ACA along with many other requirements and cost
sharing features. Individunl and Small Group products offered on and off the public exchanges meet the definition of the
“metal” product requirements (bronze, sitver, gold and platinum) and each metal product must satisfy a specific actuarial
value, Health insurers participating on the public exchanges must ofTer at least one silver and one gold product,

Tn our Individua! mackets we offer bronze, silver and gold products, both on and ofT the public exchanges, in Califomnia,
Colorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Missouri, Nevads, New Hampshice, New York, Ohio, Virginia
and Wisconsin. Additionally, we offer platinum products, both on and off the public exchanges, in Califomia and New York,

In our Small Group markets, we offer bronze, silver and gold products, ofY the public exchanges, in California,
Colorado, Connecticut, Georgia, Indiane, Kentucky, Maine, Missouri, Nevada, New Hampshire, Ohio, Virginia and
Wisconsin. We offer bronze, silver and gold products, on the public exchanges, in Colorado, Connecticut, Geotgia, Indiana,
Kentucky, Maine, Missouri, New Hampshire, Chio and Virginia. Additionally, we offer ptatinum products, off the public
exchanges, in California, Connecticut, Georgia, Kentucky, Maine, Nevada and Virginia

0.
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Adminisirative Services: In addition to fully-insured products, we provide administrative services te Large Group
cmployers that maintain self-funded health plans, These administrative services inciude underwriting, actuarial services,
medical cost management, disease management, wellness programs, claims processing and other administrative services for
self-funded employers, Self-funded health plans arc also sble to usc our pravider networks and to reaiize savings through our
negotiated provider arrangements, while allowing employers the ubility to design certain health benefit plans in accordance
with their own requirements and abjectives. We plso underwrile stop loss insurance for seif-funded plons.

BlueCard®  BlueCard® is a national program that links panticipaling health care providers and independent BCBS
plans. BlueCard® host members are generally members who reside in or travel 1o a state in which an Anthem subsidiary is
the Blue Cross andfor Blue Shield licensce and who are covered under an cmployer sponsored health plan serviced by @ non-
Anthem controlled BCBS licensee, which is the *home™ plan. We perform certain administrative functions for BlueCard®
host members, for which we receive administrative fees from the BlueCard® members’ home plans. Other administrative
functions, including maintenance of enroliment information and customer service, are performed by the home plan.

Medicare Plans: 'We offer a wide variety of plans, products and options to individuals nge 65 and older such as
Medicare supplement plans; Medicare Advantage, including special needs plans; Medicare Part D Preseription Drug Plans,
or Medicare Part D; and Medicare-Mcdicaid Plons, or MMPs. Medicare supplement plans typically pay the difference
between health care costs incurred by o beneficiary and amounts paid by Medicare, Medicare Advantage plans provide
Medicare beneficiaries with o managed care alternative to taditional Medicare and often include » Medicare Part D benefit.
In eddition, our Medicare Advantage special needs plans provide tailored benefits to Medicare beneficiaries who have
chranic diseases and also cover certain dual eligible customers, who are low-income seniors and persons under age 65 with
disabilities Medicare Part D offers a prescription drug plan to Medicare and MMP beneficiaries. MMP is & demonstration
program focused on serving members who are dually cligible for Mcdicaid and Medicare, which was established o3 a result
of the passage of the ACA. We ofler these plans 10 customers through pur health benefit subsidiaries throughout the country,
including Amerigroup, CareMore and Simply Healthcare.

Individual Plans: 'We offer a full range of heaith insurance plans with a veriety of options and deductibles for
individuals under age 65 who are not covered by employur-sponsored coverage and ore not otherwise eligible for
govemment sponsored plans, such as Medicare and/or Medicaid. Some of our products target cenain demographic
populations such as uninsured younger individuals between the ages of 19 and 29, familics, those transitioning between jobs
ot carly telirees, Individual policies are gencrally sold through independent agents and brokers, retail partnerships, our in-
house sales force or via the Intemet. Individual business is sold on 2 fully-insured basis. We offer public exchange products
and off-exchange products. Federal premium subsidies ere available enly for certain public exchange products, Individual
customera are generally more sensitive to product pricing and, to a tesser extent, the configuration of the network, and the
efTiciency of administration.

Medicaid Plons and Other State-Sponsored Programs: 'We have contracts to serve members enrolled in publicly
funded health cars programs, including Medicaid, TANF, SPD, LTSS, CHIP, and ACA-related Medicaid expansion
programs. The Medicaid program makes fedesal matching funds available to all states for the delivery of health care benefits
for low income and/or high medical risk individuals. These programs are managed by the individual states based on broad
federal guidelines. TANF is a state and federally funded program designed for the population consisting primarily of low-
income children and their guardians. SPD is a federal income supplement program designed for Supplemental Security
Income recipicnts, however, stztes can broaden eligibility critcria. This population consists of Jow-income seniors and people
with disabilities. LTSS is a state and federally funded progrom that offers states a broad and flexible set of program design
aptions and refers to the delivery of long-term services and suppont for our members who recsive home and cotmmunity- or
institution-based services for long-term care CHIP is a state and federally funded program that provides heaith care coverage
to children not otherwise covered by Medicaid or other insurance programs. Our Medicaid plans also cover centain dual
eligible customers, a4 previously described abave, who alsa reccive Medicare benefits. We provide Medicaid and other
State-Sponsored services in Califomia, Florida, Georgia, Indiann, Kansas, Kentucky, Louisiana, Maryland, Measachusetts,
Nevada, New Jetsey, New York, South Caroling, Tennessee, Texas, Virginia, Washington, West Virginis and Wisconsin.

Pharmacy Products: 'We market and sel! an integrated prescription drug product to both fully-insured and self-funded
customers through our health benefit subsidiaries throughout the country. This comprehensive product includes features such
as drug formutaries, 8 pharmacy network and maintenance of a prescription drug database and mail order capabilitics. Since
December 1, 2009, we have delcgated certain functions and administrative services related to our integrated prescription
drug
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products to Express Scripts, Inc., or Express Scripts, under a tcn year contract, exctuding our CareMore and Simply
Healtheare subsidiaries and certain self-insured members which have exclusive agrectments with differcnt pharmacy benefit
management, or PBM, service providers, Express Scripts manages the network of pharmacy providers, operates mail order
phammacies and processes prescription drug claims on our behalf, while we seil and support ihe product for clients, make
formulary decisions and set drug benefil design strotegy and provide front line member support.

Life Insurance: ‘We offer an armay of competitive individual and group life insurance benefit products to both Large
Group and Small Group custemers in conjunction with our health plans, The life products include term life and accidental
death and dismemberment.

Disability: We offer short-term and long-term disability products, usually in conjunction with our health plans.

Radiology Benefit Management: We offcr outpatient diagnostic imaging management scrvices to health plans, These
services include wilization management for sdvanced diagnostic imaging procedures, network develapment and
optimization, patient safety, claims adjudication and provider payment.

Personal Health Care Guidance: We offer icading evidence-based and analytics-driven personal health care
guidance, These services help improve the quality, coordination and safety of heaith care, enhance communications between
patients and their physicians, and reduce medical costs,

Dental:  Our dental plans include netwerks in ceriain states in which we operate. Many of the dental benefits are
pravided to customers ensolled in our heatih plans and are offered an both e fully-insured and sclf-funded basis. Our
members also have access to additional dental providers through our participation in the Nationa! Dental GRID, & national
dental network developed by and for BCBS plans. The Nationa! Dental GRID includes dentists in all 50 states and provides
multi-state customers with a national soiution providing in-network discounts across the country Additionally, we offer
managed dental sevices to other health care plans 10 assist those plans in providing dental benefits to their customers.

Vision Services and Products:  Our vision plans include networks within the states in which we operate, Many of the
vision benefits ore provided to customers enrolled in our health plans and are offered on both 8 fully-insured and scif-funded
basis,

Medicare Administrative Operations: Through our subsidiary, NGS, we serve as a fiscal intermediary, camier and
Medicare administrative contractor for the federal govemment providing administrative services for the Mcdicare program,
which generally provides covernge for persons who are 65 or older and for persons who arc disabled or with end-stage renal
disease, Part A of the Medicare program provides coverage for services provided by hospitals, skilled nursing facilities and
ather health care facilities. Part B of the Medicarce program provides coverage for services provided by physicians, physical
and occupational therapists and other professional providers, as well as certain durable medical equipment and medical
supplies.

Networks and Provider Relations

Our relationships with physicians, hospitals and professionals that render health care services to our members are guided
by local, regional and national standards for network development, reimbursement and contract methodologics. While
following industry standards, we are simultancously seeking to lead transformation efforts within our health care system,
moving frem our current fragmented model premised on episodic intervention to ane based on proactive, coordinated care
built around the needs of the patient. A key element of this transformation involves a transition from traditional fee-for-
service payment models to models where providers are paid based on the value, both in quatity and affordability, of the care
they detiver.

We establish “market-based” hospital reimburscment payments thet we belicve are fair, but aggressive, and among the
tmost competitive in the market. We also seek to ensure that physicians in our network arc paid in a timely manner at
appropriale rates, [n many instences, we deploy multi-year contracting stralegies, including case rates ot fixed rates, to limit
our exposure to medical cost inflation and to increase cost predictability, We meintain both broad and narow provider
networks 1o ensure member choice, based on both price and access needs, while implementing programs designed o
improve the quality of carc our members receive. Increasingly, we are supplementing our broad based networks with smaller
or more
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cost-elTective networks that are designed to be atiractive (o a more price-sensitive customer segment, such as public
exchange customers.

Our reimbursement stratepies vary across markets and depend on the degree of conselidation snd integration of
physician groups and hospitals Fec-for-service is currently our predominant reimbursement methodology for physicians, but
as noted sbove, we are transitioning providers 1 value-based payment contracts. More traditional physician fee schedules are
developed at the state level based on an pssessment of several fictors and conditions, including the Centers for Medicare &
Medicaid Services, or CMS, resource-based relative value sysiem, or RBRVS, medical pmctice cost inflation and physicion
supply. We utilize CMS RBRVS fee schedules ns a reference point for fec schedule development and analysis. The RBRVS
structure was developed, maintained, and updated by CMS and is used by the Medicare program and other major payers, In
addition, we have implemented and continue to expand physician incentive contracting, or “pay for performance”, which ties
physician poyment levels to performance on clinical measures.

While we geacrally do not delegate full financinl responsibility to our physician providers in the form of capitation-
based reimbursement, there are certain markets where the market dynamics result in this being a useful method to lower
costs and reduce underwriting risk, thus we do utilize this payment method in those markets

Our hospital contracts provide for o variety of reimbursement arrangements depending on local market dypamics and
current hospital utilization eficiency. Most hospitals are reimbursed a fixed amount per day or reimbursed a per-case
amount, per admission, for inpatient covered services. A small percentage of hospitals, primarily rural, sole community
haspitals, are reimbursed on  discount from approved charge basis for covercd services, Our “per-case” reimbursement
metheds utilize many of the same attributes contained in Medicar:'s Diagnosis Related Groups, or DRG, methodology.
Hospital outpatient services ere reimbursed by fixed case rates, fee schedules or percent of approved charges. Our hospital
contracts recopnize unique hospital attributes, such s academic medical centers o community hospitals, and the volume of
care performed for our members. To improve predictability of expected costs, we frequently use 8 multi-year contracting
approach with providers. In addition, the majority of our hospital contracts include a “pay for performance” component
where reimbursement levels are linked to improved elinical performarce, paticnt safety and medical error reduction,

Although fee-for-service combined with pay for performance remains our predominant payment model today, our
provider engagement and contracting strategies are moving away from “unit price” or volume-besed payment modcis 1o
payment models that slign compensation with the value delivered as measured by health care, quality end cost. We launched
the most significant of these efforts, our Enhanced Personal Heslth Care program, in the fourth quarter of 2012. This
program augmenis traditional fee-for-service with shared savings opportunities for providers when nctuel health care costs
are below projected costs, and providers meet specific quality measurcs, The quality measures are based on nationally
accepted, credible standards (e.g. NCQA, the American Diabetes Association and the American Academy of Pediatrics) and
span preventive, acute and chronic care. We understand, however, thet payment incentives alone are insufficicnt to create the
lacpe-scale, system-wide transformation required to achieve meaningful impasts on cost, quality and member expericnee.
Accordingly, we invested in care delivery transformation and population health management suppost structures to help
praviders succeed under vaiue-based payment models. This support includes our web-based population health management
technology and teams of dedicated expert consultants wha work alongside providers, sharing best practices, and helping
them leverage our data 1o the benefit of their patients. In some of these amangements, participating physician practices
receive a per-member, per-month clinical coordination fee to compensate them for important care management activitics that
occur outside of the patient visit (e.g, purchasing an electronic health record ot hiring care management nurses), all of which
have been shown 1o reduce healtheare costs and improve care outcomes. Since the lounch of Enhanced Personal Health Care,
we now huve arrangements with provider organizations covering 48% of our PCPs and have rolied this program out in each
of the fourteen states where we operate as o Ycensee of the BCBSA.

Medical Management Programs

Our medical management programs includs a broad army of activitics that facilitate improvements in the quality of care
provided to our members and promote cost-effective medicat care These medical management activities and programs gre
administered and directed by physicians and nurses. The goals of our medical manzgement strategzies are to ensure that the
carc delivered 1o our membets is supporied by appropriate medical and scientific evidence, is received on a timely basis and
eccurs in the most approprinte location
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Preceriification: A traditional medical management program involves assessment of the appropriateness of certain
haspitalizations sod other medical services prior to the services being rendered. For example, precentification is used to
determine whether a set of hospital and medical services is being approprintely applied to the member's clinical condition, in
accordance with criteria for medical necessity as that term is defined in the member’s benefits contruct. All of our health
plans have implemented precertification programs for common high-tech radiology studies, including cardiac diagnostic
testing, addressing an area of historically significant cost trends. Through our AIM Specialty Health, or AIM, subsidiary we
promaote appropriate, safe and affordable member carc in imaging as well as oncology, sleep management and specialty
pharmacy benefits. These expanded specialty benefit management solutions leverage clinical expertise and technology fo
cngage our provider communities and members in more effective and efficient use of outpaticnt scrvices,

Care Coordination:  Another traditional medical management strategy we use is care coordination, which is based on
nationally recognized criteria developed by third-party medical specialists, With inpatient care coordination, the
requirements and intensity of services during a paticnt’s hospital stay are revicwed, at times by an onsite skilled nurse
professional in collaboration with the hospital's medica! and nursing staff, in erder to coordinate care and determine the most
efTective transition of care from the hospital setting In addition, guidance for many continucd stay cases is reviewed with
physiciun medical directors to cnsure appropriate utilizution of medical services. We alsa coordinate care for cutpatient
services 10 help ensure that patients with chronic conditions who receive care from multiple physicians are able (o manage
the exchange of information between physicians and coordinate office visits to their physicians.

Case Management: We hove implemented o medical management strategy focused on identifying the small percentage
of the membership that will require & high level of intervention to manage heir health cane necds. The repistered nurses and
medical directors focus on members likely to be readmitted to the hospital and help them coordinate their care through
pharmacy compliance, post-haspital care, follow-up visits to sec their physician and support in their home.

Formulary management: ‘We have developed formutaries, which are sclections of drugs hased on clinical quality and
effectivencss. A pharmacy and therapeutics comemittee of physicians uses scientific and clinical cvidence to ensure that our
members have access to the appropriate drug therapics.

Medical policy: A medical policy group, comprised of physician leaders from various areas of the country, working in
cooperation with academic medical centers, practicing community physicians and medical specinity organizations such as
the American Callege of Radiology and national organizations such as the Centers for Disease Control and Prevention and
the Amcrican Cancer Society, determines our national policy for the application of new medical technologies and treatments.

Quality programs:  We ore actively engaged with our hospita! and physician networks to enable them to improve
tnedical and surgical care and achieve better outcomes for our members. We endorse, encourage and incentivize hospitals
ond physicians to support national initiatives 1o improve the quality of clinical carc nnd patient outcomes and to reduce
medication errors and hospital infections. We have demonstrated our Jeadership in developing hospital quality programs

External review procedures: 'We work with ouiside expents through a process of external review to provide our
members scientifically and clinically, evidence-based medical care. When we receive member concerns, we have formel
appeals procedures that ultimately allow covernge disputes retated 1o medical necessity decisions under the benefits contract
to be settled by independent expert physicians.

Service management:  in HMO and POS netwotks, PCPs serve as the overall coordinators of members’ health care
needs by providing an array of preventive health services and overseeing referals (o specinlists for appropriste medical care,
in PPO nctworks, patients have access to network physicians without 3 PCP secving es the coordinator of care,

Provider Cast Comparison Tools: Through Estimate Your Cost, Anthem Care Comparison and other tools, our members
can compare cost estimates and quality data for common services at contracted providers, with cost cstimates accounting for
fucility, professional and anciltary services. These cost estimates bundle related scrvices typically performed at the time of
the procedure, not just for the procedure itself. Users can review cost data for over 400 procedures in 49 siates. Members can
also estimate out-of-pockel costs based on a member’s own benefit caverage, deductible, and out of pocket maximum. We
also offer information on overall facility ratings and patient cxperience using trusted third panty data. We continue to work
on enhancing ond evolving our tools to assist members in making informed and value-based health care decisions. In
addition, we collabornte with an external independent vendor to support employers wanting to purchase 2 iransparency and
consumer crgagement web solution with certain additional functionality.
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Personal Health Care Guidance: These services help improve the quality, coordination and safety of health care,
enhance communications between patients and their physicians, and reduce medical costs. Examples of services include
member and physician messaging, providing eccess 10 evidence-based medical guidclines, physictan quality profiling, and
other consuliing services.

Anthem Health Guide: Anthem Health Guide integrates customer service with clinical and wellness coaching to provide
easier navigation of health care scrvices for our members, Membera are supported by a team of nurses, coaches, educators,
and social workers using voice, click-to-chat, secure email and mobile technology. Our Smart Engagement Platform supports
this integrated team using our smart engagement triggers for speech recognition, preventative and clinical gaps in care and
highlighting when we have members who are identified for current health care support.

Care Management Programs

We continue to cxpand our 360° Health suite of integrated care management programs and tools 360° Health offers the
following programs, amang oihers, that have becn proven to increase quality and reduce medical costs for our members:

ConditionCare and FutureMoms are care management and matemity management programs that serve bs adjuncis to
physician care. Skilled nurse professionals with added support from our team of dietitions, social workers, pharmacists,
heatih educators and other health professionals help participants understand their condition, their doctor’s arders and how to
become a better self-manager of their condinon. We aso offer members infertility consultation through our
SpecislOMers@Anthem program, n comprehensive and intcgrated assembly of discounted health and wellness products and
services from a varicty of the nation's leading retailers.

24/7 NurseLine offers access to qualified, registered nurses anytime. This atlows our members 1o make informed
decisions about the appropriate fevel of care and avoid unnecessary worry. This progmm else includes a referral process to
the nearest urgent care facility, a robust audiotape library, accessible by phore, with more than 600 health and wellness
topics, a3 well as on-line health education topics designed to educate members about symptoms and treatment of many
common health cancems.

ComplesCare is an advanced care management program that reaches out fo participants with multiple health care issues
who are at risk for frequent and high levels of medical care in order to offer suppott and assistance in managing their health
care needs. ComplexCare identifics candidates through claims analysis using predictive modeling techniques, the use of
health risk assessment data, utilization management reports and referrals from a physician or one of our other programs, such
as the 24/7 NurseLine.

MyHealth Advantage ulilizes integrated information systems and sophisticated data analytics 10 help our members
improve their compliance with cvidence-based care guidelines, providing personal care notes that alert members to potential
gaps in carc, enable more prudent health carc choices, and assist in the realization of member out-of-pocket cost savings.
Key dpportunities are also shared with physicians through Availity® ot the time of membership eligibility verification,
Availity® is an clectronic data interchange system that allows for the exchange of health information among providers over a
secure network.

MyHeaith Coach provides our members with a professionai guide whe helps them navigate the health care system ond
sk better decisions about their well-being. MyHealth Coach proactively reaches out to people who are at risk for serious
health issues or have complex health care needs, Our health coeches help participants understand and menege chronic
conditions, handle any health and wellness related services they need and make smart lifestyle choices.

HealthyLifesyles helps employees transform unhealthy habits into positive ones by focusing on behaviors that can have
a pasitive effeci on their health and their employer’s financial well-being. HealthyLifesiyles programs include smoking
cessation, weight management, stress management, physical activity, and diet and nutrition.

MyHealih@Anther is our sccure web-based solution, complementing other programs by reinforcing telephonic
coaching and mail campaigns. The website engages participants in regularly assessing their health status, gives them
feedback sbout their progress, and tracks important health measures such as blood pressure, weight and dlood plucose levels
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Bekavioral Health Case Managemens provides oversight of the delivery of menta! health and subsionce abuse services
as an integrated component of the health plan. The program assists providers and members with referrals, transitional care,
episadic emergency care and other needs

Avtism Spectrum Disorder is a specialized case management program stafled by a dedicated team of clinicians who have
been trained on the unique challenges and needs of families with a member who has a diagnosis of autism spectrum disorder
These clinicians provide education, information on community resources to help with care and support, guidance on the
appropriate usage of bencfits, and assistance in exploring effective treatments, such ns medical services, that may help the
member and their familics.

Employee Assistance Programs provide many resources that allow members to balence waork and personal life by
providing quick and easy access to canfidential resources to help meet the challenges of daily life. Examples of services
available in person as well ag via telephone or intemet arc counseling for child care, health and wellness, financial issues,
legal 1ssues, edoption and daily living.

Health Care Quality Initiatives

Increasingly, the health care industry is able to define quality health care based an preventive bealth measurcments,
outcomes of care and optimal care management for chronic disease. A key 1o our suceess has been our ability to work with
our network physiciana and hospitals to improve the quality and oulcomes of the health care services provided to our
members. Our ability to promote quality medical care hes been recognized by the NCQA, the largest and most respected
nationa accreditation program for managed care health plans.

Several quality health care measures, including the Healthcare Effectiveness Data and Information Set, or HEDIS®, have
been incorporated into the NCQA's accreditation processes. HEDIS® measures range from preventive services, such as
scregning mummography and pediatric immunization, to elements of care, including decreasing the complications of diabcics
and improving treatment for paticnts with heart disease. For health plans, NCQA's highest sccreditation status of Excellent is
granted only to thase plans that demonstrate levels of service and clinical quality that mect or exceed RCQA's rigorous
requirements for consumer protection and quality improvement, Plans carming this necreditation leve! must also achicve
HEDIS® results that are in the highest range of netional ot regional performance. Details for each of our plans’ accreditation
levels can be found at www.nega.org.

We hove created an innovative program called the State Health Index, or SHI, to quantify and track eur success in
improving the health of our communitics. SHI presents a comprehensive picture of a community's health in the 24 states
served by our affiliated health plans. 1t is compiled from public data and includes 14 health indicators in four domains.
Matemity Care, Preventive Core, Lifestyle, and Morbidity/Mortality. The metrics are utilized 1o identify opportunitics for
health improvement and leverage our strengths to build parnerships with community coalitions, patient advecacy
organizations, and local and state public health departments. We analyze states' performance measurcs and prioritize
measures for focused improvement. Together with Anthemn Foundation, Inc, and state leadership, we create or enhance
programs to improve the health of the entire population in these states - not just for our members.

Our wholly-owned health outcomes rescarch subsidiary, HealthCore, Inc., or HealthCore, generates consistent and
actionable evidence 1o support decision making while helping to guide fresh initiatives for a range of stakchalders in the
healtheare industry. By leveraging a rich army of medical and pharmacy utilization data queried from administrative claims,
patients surveys, medical charts and Jaboratory diagnostics, among other health records, HealthCore’s multi-disciplinary
rescarch teams uncover a broad spectrum of safety, effectiveness, pharmacoepidemiology, and health economics evidence,
HenithCore's real world evidence and comparative effectivencss research, among others, have played roles in the product
planning and development campaigns of biotechnology and pharmaceutical companics, and today it lists most of the leading
binlogics and drug manufacturers as clients o alliance partners. Its health plan research has led to better insights into
evidenca-based treatment approaches, the development of vaiue-based inibatives to drive access and adherence to treatment,
and the crafting of incentives to modify paticnt and provider behavior. One of HealthCorc's predominant initiatives is its
govenunental and academic collaborations that include cooperation with some of the country’s top universitics and federal
agencies, including the Food and Drug Administration and the Centers of Disease Control of the Nationa! Institutes of
lcalth, and it is an active contributor to the safety survcillance Sentinc] program. As a notable contributor to the heaith
outcomes
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evidence base, HealthCore’s rescarch findings are broadly disseminated during prescntations ot national and intemational
medicat meetings and are published in s variety of respected peer-reviewed medical and health services journals.

Ot AIM subsidiary supporis quality by implementing clinical appropriateness and patient safety solutions for advanced
imaging procedurcs, cardiology, sleep medicine, specialty pharmaceuticals and oncology, ncluding drugs covered under
medical benefit and rediation therapy. These programs, based on widely accepted and evidence based clinical guidelines,
promote the most appropriate use of diagnostic and therapeutic services to improve the quality of overall health care
delivered to our members and members of other health plans that are covered under AIM's programs. To provide additional
impact to its clinical nppropriatencss program, AIM has also implemented a provider assessment program, OptiNet®, which
promotes more informed selection of diagnostic imaging and testing facilities by providing cost and facility information to
physician offices at the point that a procedure is ordered. We have also leveraged AIM's provider network assessment
information 10 proactively cngage and educate our members about imaging providers and sleep testing choices based on site
capabilitics and cost differences This program is another cxample of how we facilitate improvements in the quality of care
provided to our members and promote cost effective medical care,

Our wholly-owned analytics-driven subsidiary, Resolution Health, inc., or RHI, delivers programs ta improve the safety,
quality and coordination of health care for eur members. RHI uses evidence-based proprictary rules and algorithms based on
established clinical guidelines and standards of independent accreditetion erganizations, medical specialty societies, and
governmen agencies such as the National Quality Forum, er NQF, atd NCQA.. RHI analyzes claims and other data to
identify actions that can improve heatth outcomes at the individual member lovel. When appropriate, RH delivers
pecsonalized confidential messages, or Persanalized Health Insights, to members, providers and care managers. RHI™s
Personalized Health Insights support total population health management and the results of RHI analyses arc used across our
enterprise lo suppart HEDIS and other clinicat quality measures.

Pricing and Underwriting of Qur Products

We price our products based on our asscssment of current health care claim costs and emersging health care cost trends,
combined with charges for sdministrative expenses, risk and profit, including charges for ACA taxes and fees. We
continually review our product designs and pricing guidelines on national and regional basis so that our products remain
competitive and consistent with our profitability geals and sirategies.

In applying our pricing to cach employer group and customer, we maintain consistent, competitive, disciplined
underwriting standards. We employ our proprietary sccumulated actuariel data in determining underwriting and pricing
parameters. Where allowed by law and regulation, we underwrite large groups bascd on each group’s aggregate claim
experience, Also, we employ credit underwriting procedurcs with respect to our self-funded products,

In most circumstances, our pricing and underwriting decisions follow & prospective rating process in which a fixed
premium is determined at the beginning of the contract period. For fuily-insured business, any deviation, favorable or
unfavorable, from the medical costs assumed in determining the premium is our responsibility, Some of our Jarger groups
enploy retrospective rating reviews, where positive experience is partially refunded to the group, and negative experience is
charped against a rute stabilization fund established from the group’s favorable experience, or charged against future
favorable experience,

BCBSA Licenses

We re 8 party to license agreements with the BCBSA that entitle us to the exclusive, and in certain areas, non-exclusive
use of the Blus Cross and Blue Shield names and marks in assigned geographic temitorics. BCBSA is a netional trade
association of Blue Cross and Blue Shieid licensees, the primary function of which is 1o promote and preserve the integrity
of the BCBS names and marks, as well as provide certain coordination among the member companies. Each BCBSA
licensee is an independent legal organization and is not responsible for obligations of other BCBSA member organizations.
We have no right to market products and services using the BCBS names and marks outside of the statcs in which we are
licensed 1o sell BCBS products. We are required to pay an annual license fee to the BCBSA based on enroliment and also to
comply with various operational, governance and financial standards sct forth in the licenses,

We believe that we and our licensed affiliates arc currently in compliance with these standards, The standards under the
license agreements may be modificd in certain instances by the BCBSA. See Part §, Item 1A “Risk Factors™ in this Annual
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Report on Farm 10-K For additional details of our licensing requirements and the impact if we were not to comply with these
license agreements

Regulation
General

Our operstions are subject to comprehensive and detailed state, federal and intemationol tegulation throughout the
jurisdictions in which we do business. As discussed below, the regulatory aspects of the U S, health care system have been
and will continue to be significantly affected by Henlth Care Reform. Supervisory agencies, including state health, insurance
and corporation departments, have broad authority to:

»  prant, suspend and revoke liccnses to transact business,
+  regulate our products and services in great detail,

+  regulaie, limit, or suspend our ability to market products, including the exclusion of our plans from participating on
public exchanges;

«  retroactively adjust premium rates for services;
»  monitor our solvency and reserve adequacy;
»  scrutinize our investment activities on the basis of quality, diversification and other quantitative criteria; and

«  impose monetary and criminal sanctions for non-complinnice with regulatory requirements.

To carry out these tasks, these regulators periodically examine our operations and accounts.

Regulation of Insurance Company and HMO Business Activily

The govemments of the states in which we conduct business, s well 2s the federal govemnment, have adopted laws and
regulations that govern our business activities in various ways. Further, Health Core Reform has resulted in increased federal
regulation that significantly impacts our business, These laws and regulations, which vary significantly from state to state
and on the federal level, restrict how we conduct our businesses and result in additional burdens and cosis {o us. These state
and federal Jaws and regulations are subject to emendments and changing interpretations in each jurisdiction.

States generally require health insurers and HMOs to obtain a certificate of authority prior to commencing operations. 1f
we were io establish 2 health insurance company or an HMO in any jurisdiction where we do not presently operate, we
generally would have to obtain such a certificate or authorization to expand the operations permitied under on existing
certificate if we elready operate in the state. The time necessary to obtain such a certificate varies from jurisdiction to
jurisdiction. Each heaith insurer and HMO must file periodic financial and operating reparts with the states in which it does
business. In addition, health insurers and HMOs are subject to state examination and periodic licensc renewal, The health
benefits business also may be adversely impacted by court and regulatory decisions that expand the interpretations of
existing statutes and reguiations. It is uncertain whether we can recoup, through higher premiums or other measures, the
increesed casts of mandated benefits or other increased costa caused by potential legislation, regulation or court rulings, See
Part §, ltemn 1A “Risk Factors™ in this Annual Report on Form 10-K.

Patient Protection and Affordable Care Act

The ACA has created significant changes and will continue 1o create significant changes for health insurance markets for
the next scveral years, Specifically, many of the near-term changes were effective for ceriain groups and individuals in 2010,
including a prohibition on lifetime limits, certain annual limits, member cost-sharing on specified preventive benefits, pre-
exialing condition exclusions for children, increased restrictions on rescinding coverage and extension of coverage of
dependents ta the age of 26, Certain requirements for ingurers were also effective in 2011, including changes to Medicare
Advantage payments and the minimum medical loss ratio, or MLR, provision that requires insurers 1o pay rebates to
customers when insurers do not met or exceed the specified MLR thresholds. Most of the provisions of the ACA with more
significant effcts on the health insurance marketplace, both state and federal, went into effect on Januaty 1, 2014, including
a requirement that insurers guaranitee the issuance of coverage o all individuals regerdless of health status, strict rules on
how

-17-




00019

10-K Page 19 of 163

health insurance is rated, the assessment of new taxes and fecs (including annual fees on health insurance companies), the
creation of public exchanges for Individuals and Smat! Groups, the availability of premium subsidies for certain Individual
products, and substantial expansions in eligibifity for Medicaid.

Despite significant preparation for the advent of the public exchanges, there have been many technical difficultics in
their implementation, which entail uncertainties associated with mix and volume of business. In addition, CMS has iasued
transitional palicies modifying or extending the deadlines for complionce with cenain aspects of Health Care Reform. In
March 2014, CMS issued transition reliel providing that health insurance coverage in the Individual or Small Group markets
that is renewed for a policy year beginning on or before October 1, 2016 that would othetwise have been deemed non-
compliant with certain market reforms under Health Care Reform, will nol be considered by CMS to be out of compliance
with respect to such market reforms, provided certain conditions are met. Some states have adopted these transitional
policies, some have not and others have not taken a position,

Due to the impact of the transitional policies, insurers in the ACA compiiant Individus! market, including Anthem, may
be adversely selected by individuals who will have a higher cuity ievel thon the anticipated pool of participants in the public
exchange markets, In oddition, the risk adjustment, reinsurance, and risk corridor premium stabilization programs of Health
Care Reform, ot Health Care Reform Premium Stabilization Programs, established to apportion risk amongst insurers, may
not be effective in appropriately mitigating the financial risks related to our public exchange products, These factors, along
with the limited information about the individuals who have access to these newly cstablished public exchanges that was
available when we established premiums, may have a materinl adverse effect on our resulis of operations if premiums are not
adequate or da not appropriately reflect the acuity of these individuals. Any variation from our expectations regarding ecuity,
enrollment levels, adverse selection, or other assumptions utilized in setting adequate premium retes could have a material
adverse cffect on our results of operations, financial pasition, and cash flows.

In addition, there have been other material changes end delays in the implementation of the ACA that could have a
material ndverse effect an our results of operations, financial position, and cash flows. These include:

«  Proposed network adequacy standards,

< Reduction in the amount available for payments under the risk corridor program,
+  Change in Small Group size expansion;

*  Increasingly complex and detailed regulation; and

«  Other unanticipated regulatory changes and delays.

These delays and changes may have a material and significant impact on anticipated enroliment in public exchange and
off-exchange products, thus affecting the risk pools and premium rates. Finally, implementation of the ACA brings with it
significant oversight responsibilities by health insurers that may result in increased governmental audits, increased asscrtions
of False Claims Act viplations, and an increased risk of other litigation.

The ACA continues 1o require additional guidance and specificity to be provided by HHS, the Department of Labor,
CMS and the Depariment of the Treasury, These regulatory agencies continus to consider recommendations from external
groups, such as the National Association of Insurance Commissioners, or NAIC. Many provisions have final rufes available
for review while some proposed regulations have been released for comment or have yet (o be released and others are in-
process. We continue to carefully evaluate each rule as it is issued, Some of the more significant considerations of the ACA
arc described below:

+  MLR regulations were issued by HHS in December 2011 The minimum MLR thresholds by line of business, as
defined by HHS, are as follows:

Line of Business %

Large Group 85

Small Group 80

Individual 80
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New York state regulations require us 1o meet a more testrictive MLR threshold of 82% for both Small Group and
Individual lines of business. The minimum MLR thresholds disclosed above arc based on definitions of an MLR
calculation provided by HEIS, or specific statcs, as applicable, an differ from our calculation of “benefit expense
ratie™ based on premium revenue and benefit expense as reported in accordance with U.S. generally accepted
accounting principles, or GAAP. Furthesmore, the definitions of the lines of business differ under the various state
and federal regulations and may not comrespond 10 our lines of business. Befinitions under the MLR reguletion also
impact insurers differently depending upon their organizationa! structure or tax status, which could result in &
compelitive advantage to some insurance providers that may not be uvailable to us, resulting in an uneven playing
field in the industry. Significant changes to the MLR requirements may occur through additional regutatory action
by HHS

Health Core Reform alsa imposcd a separate minimum MLR threshold of 85% for Medicare Advantage and
Medicarc Part D plans beginning in 2014 Medicare Advantage or Medicare Part D plans that do not meel this
threshald will have to pay a minimum MLR rcbale, 1f 2 plan"s MLR is below 85% for three consecutive years
beginning with 2014, enrallment will be restricted. A Medicare Advantage or Medicare Part D plan contract will be
terminated if the plan's MLR is below 85% for five consecutive years.

Approximately £6,8% and 36.0% of our premium revenue and medicel membership, respectively, were subject to

the minimum MLR regulations as of and for the year ended December 31, 2015. Approximately 67.0% and 32.2%
of our premium revenue and medical membership, respectively, were subject to the minimum MLR regulations as
of and for the year ended December 31, 2014,

The ACA tequired states to establish public exchanges by Jonuary 1, 204 through which qualified individuals and
qualificd small employers may access covernge. If a state failed 10 establish & public exchenge, the federal
government established a public exchange in that statc, To date sixteen states plus tho District of Columbia have
elected 1o operale state-based public exchanges. The remaining statcs have cither a federal parmership public
cxchanpe (six states) or & federally operated public exchange (twenty-eight states). In the siates in which we affer
products on public exchanges, six stotes have passed legislation or execulive orders establishing state-based public
exchanges (Califomnig, Colorado, Connecticut, Kentucky, Nevada and New York).

The ACA reguired the modification of existing products and development of new products to meet the requircments
of the legislation, subject to certain transitional relief. Individual and Small Group products must cover essential
health benefits as defined in the ACA along with many other requirements and cost sharing features Individual and
Small Grou products must meet the definition of the “metal” product cequirements (bronze, silver, gold and
platinum). Each metal product must satisty a specific actuarial value, Health insurers participating on public
exchanges must offer at least one silver and one gold product. Additionally, cffective January 1, 2014, health
insurers were requircd to cancel or discontinue the sale of existing non-ACA-compliant Individua! and Smiall Group
products, subject to the conditions of the CMS mansitional policies discussed above,

Regulations became cfTective in September 2011 that require filings for premium rate increases to be reviewed for
Small Group and Individual products above specified thresholds, generally (0%, rs may be adjusted from time to
time. The regulations provide for state insurance regulators to conduct the reviews, except for cases where a state
does not have en “effective” rate review program or in federal enforcement states, in which cases HHS will conduct
the reviews for any rte increase filed.

The Health Care Reform Premium Stabilization Programs introduce new requirements to the MLR calculation,
begirning with the 2014 benefit year for the Individual and Small Group markets. The risk adjustment progrm isa
permanent program that transfers dollars from insurers who enroll individuals with lower relative health risk 1o
insurers who enrolt individuals with higher relative health risk. Risk adjustment payments/receipts will be
delermined separalely for each statc and for Individual and Small Group. The second premium stabilization
program |s the transitional reinsurance program, & temporary program that uns from 2014 through 2016. The
transitional reinsurante program is intended to help stabitize premiums by reimbursing issuers of ACA-compliant
non-geandfithered Individual market plans for cligible claims between a defined attachment point and ceiling, ata
coinsurance rate defined by HIS. The program will be funded through assessments per covered entollee upon the
cotnmercial health insurance market and sponsors of seif-funded health benefit plans of approximatcly $12.0
billion,
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$8 0 billion and $5.0 billicn in 2014, 2015 and 2016, respectively. The final premium stobilization program is the
temporary risk corvidor program, also a three year program through 2016, that protects insurers from inaccurate
pricing of Individunl and Small Group qualified health plans and substantially similar off-exchange products.
Beginning in 2014, MLR rebate calculations are adjusted to reflect the impact of the Health Care Refornm Premiurn
Stabilization Programs.

Through December 31, 2013, and depending on the laws in each state, health insurers were allowed to consider
factors such as health status, gender and age in determining the appropriste premium for products in the Individual
and Small Group markets. Some states have adopted rules that limit the variation between the highest and loweat
premmium for the identical insurance policy. The differential in pricing is commenly referred to as “rating bands”
The process of using these rating bands allowed health insurers to approprintely price for products and to spread the
risk more broadly across all policyholders. Except for policies issued under the CMS transitional policics, beginning
in 2014, the ACA prectudes health insurers from using health status and gender in the determination of the
apprapriate insurence premium. In addition, rating bands for nge cannot vary by more than 3 to 1 and the mting
bands for tobacco use cannot vary by mote than 1.5to 1 The ongoing use of the 3 to 1 rating bands may have a
significant impact on the majority of Individual and Small Group customers and could lead to adverse selection in
the market as well as increased variability in projecting future premivms for those customer markets.

In 2014 significant new taxes and fees became cffective for health insurers, some of which may or may not be
passed through to customers. The most significant of the taxes and fees is the annual Health Insurance Provider Fee,
or HIP Fee, on health insurers that write certain types of health insurance on U.S. risks. ‘The annual HIP Fee is
allocated to health insurers based on the tatio of the amount of an insurer's net premiwn revenues writien during the
preceding calender year to an adjusted amount of health insurance for all U $, health risk for those certain lines of
business written during the preceding calendar year. The HIP Fee is non-deductible for federal income tax
purposes. The total amount collected from atlocations te health ingurers in 2015 end 2014 was $11.3 billion and
$8.0 billion, respectively. We record our estimated liability for the HIP Fee in full at the beginning of the year with
a corresponding deferred asset that is amortized on a straight-line basis to gencrat and administrative expense. The
final calculation and payment of the annual HIP Fee occurs in the third quarter each year and our portion of the HIP
Fee for 2015 and 2014 was $1.2 billion and $6.9 billion, respectively, The annual HIP Fee to be allocated to ell
health insurers remains ut $11.3 billion for 2016, has been suspended for 2017 end will resume and be increased to
$14.3 billion for 2018 For 2019 and beyond, the annual HIP Fee will equal the amount for the preceding year
increased by the rate of premium growth for the preceding year less the rate of growth in the consumer price index
for the preceding calendar year.

Medicare Advantage reimbursement rates will not increase s much as they would otherwise due to a new peyment
formula promulgated by the ACA That is expected to significantly reduce reimbursements in the future. We also
expect further and ongoing regulatory guidance on a number of issues related to Medicare, evolving methodology
for ratings and quality bonus payrents, end potential action on an audit methodology to review data submitied
under “risk adjustes” programs,

Dodd-Frank Wall Street Reform and Consumer Protection Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act, or the Dodd-Frank Act, includes a number of
financial reforms and regulations that may offect our business and Ginancial reporting, including margin requirements,
reporting and clearing transactions for our investments in derivative instruments, In addition, the Dodd-Frank Act creates a
Federal Insurance Office, with limited powers that include information-gathering and subpoena suthority. Although the
Federal Insurance Office does not have authority aver health insurance, it may have autharity over other pans of our
business, such os lif¢ insurance.

HIPAA and Gramm-Leach-Bliley Act

The federal Health Insurance Poriability and Accountability Act of 1996, or HIPAA, imposcs obligntions for issuers of
health insurance coverage and health benefit plan sponsors. This law requires guaranieed renewability of health care
covernge for most group health plans and certain individuals. Atso, the law limited exclusions based on preexisting medical
conditions.
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The edministrative simplification provisions of HIPAA imposed a number of requirements on covered entitics
(including insurers, HMOs, group heaith plans, providers and clearinghouses). These requicements include uniform standards
of common elecronic health care lransactions; privacy and security regulations; and unique identifier rules for employers,
health plans and providers, Additional federal privacy end security requirements, including breach notification, improved
enforcement and additional Timilations on usc and disclosure of protecied heaith information were passed through the Health
Information Technology for Economic and Clinico! Health, or HITECH, Act provisions of the American Recovery and
Reinvestment Act of 2009 and corresponding implementing regulations. CMS posted the Interim Final Rule with Comment,
or IFC, adopting operating rules for two electronic transactions: cligibility for a health plan and health care claims status
Based on the commicnits received on the IFC, CMS has decided not to change any of the policies established in the rule.
Thus, the interim final rule became the final rule. The rule hied a Jonuary 1, 2013 compliance date and we belicve we have
effectively complied with the requirements of the rule,

The federal Gramim-Leach-Bliley Act generally places restrictions on the disclosure of non-public information to non-
affiliated third parties, and requires financial institutions, including insurers, lo pravide customers with notice regarding how
their non-public personal information is used, including an opportunity 1o “opt out” of certain disclosures. State departments
of insurance and certain federal agencies adopted implementing regulations as required by federal law. In addition, & humber
of states have adopied data sccurity laws and/or rogulations, regulating data security and/ar requiring security breach
notification, which may epply to us in certain circumstances,

Employee Retirement {ncome Security Act of 1974

The provision of services to certain employes welfarc benefit plans is subject to the Employee Retirement Income
Security Act of 1974, as amended, or ERISA, a complex set of laws and regulations subject to interpretation and
enforcement by the Intemal Revenue Service and the Department of Labor. ERISA reguisles certain aspects of the
rclationships between us, the employers that maintain employee welfare benefit plans subject to ERISA and participants in
such plans. Some of our administrative services and other activitics may also be subject to regulation under ERISA. In
addition, certain states require licensure or registration of companies providing third party claims administration services for
benefit plans. We provide a variety of products and services to employes welfare benefit plans that are covered by ERISA
Plans subject to ERISA cen also be subject to state laws and the question of whether and to what extent ERISA preempls 2
state Jaw has been, and will continue to be, interpreted by many couris.

HMO and fnsurance Holding Company Laws, including Risk-Bnsed Capltal Requirements

We are regulnted s an insurance holding company and are subject to the insurnce holding company acts of the statcs in
which our insurence company and HMO subsidiaries are domiciled. These acts contain certain reporting requirements as
well as restrictions on transactions between an insurer or HMO and its affiliates. These holding company laws and
regutations generally require insurance companies and HMOs within an insurance holding company system to register with
the insumance department of each state where they sre domiciled and to file with those siates’ insurance departments certin
reports describing capital structure, ownership, financial condition, certain intercompany transactions, an enterprise risk
report and pencral business operations. In eddition, various notice and reporting requirements generally apply to transactions
between insurance compenies and HMOs and their affiliates within an insurance holding company sysicm, depending on the
size and nature of the trensactions Some insuronce holding company laws and regulations require prior regulatory approval
or, in centain circumstances, prior notice of certain moterial intercompany tranalers of assets as well as certain transactions
between insurance companies, HMOs, their parent holding companies and affiliates, Among other provisions, state insurance
and HMO laws may restrict the ability of our regulated subsidiaries to pay dividends.

Additionally, the holding company acts of the states in which our subsidiaries are domiciled resirict the ability of any
person 1o obtain contro! of an insurance company or HMO without prior regulstory approval. Under thase statutes, without
such approval (or an exemption), no person may acquire any voting security of an insurance holding company, which
controls an insurance company or HMO, or merge with such a holding company, if a3 a result of such transaction such
person would “control” the insurance holding company. “Control” is generally defined as the direct or indirect power to
direct or cause the direction of the management and policics of a person and is presumed to exist if a person directly or
indirectly owns or controls 10% or more of the voting securities of another person, Dispositions of control gencrally are also
regulated under the state holding company acts.
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The states of domicile of our regulated subsidiaries have statutory risk-based capital, or RBC, requiremenus for health
and other insurance companics and HMOs based on the RBC Mode) Act. These RBC requirements are intended 1o assess the
capital edequacy of life and health insurers and HMOs, taking into account the risk charecteristics of a company’s
investments and products In general, under these laws, an insurance company or HMO must submit a report of its RBC jevel
to the insurance department or insurance commissionet of its state of domicile for each calendar year. The law requires
increasing degrees of regulatory oversight and intervention as b company’s RBC declines. As of December 31, 2015, the
RBC levels of our insurance and HMO subsidiaries exceeded all RBC thresholds.

Guaranty Fund Assessments

Under insolvency or guaranty association laws in most satcs, insurance companies can be assessed for amounts paid by
guaranty funds for policyhalder losses incurred when an insurance company becomes insolvent. Most state insolvency or
guaranty associntion laws currently provide for asscssments based upon the amount of premiums received on insurance
underwritten within such state {with & minimum amount payable even if no premium is received). Under many of these
guaranty association Jaws, assessments against insurance companies that issue policies of accident or sickness insurance are
made retrospectively. Some states permit insurers to recover assessments paid through full or partfal premium tax offsets or
through future policyholder assessments.

States’ adoption of the revised NAIC Mode) Guaranty Fund Act will tend to decrease our lisbility for insolvent insurcrs.
The revised act reduces the premium base on which assessnients are calculated, by omitting Medicare Parts Cand D
pretmium from the assessment basc,

While the amount ond timing of any future assessments cennot be predicted with cerlainty, we belicve that future
guaranty association assessments for insurer insolvencies will not have a matcrial ndverse effect on our liquidity and capital
fesources with the exception of potential exposure related to the Penn Treaty Network America Insurance Compsany and its
subsidiary American Network Insurance Compeny insalvency as discussed in Note 13, “Commitments and Contingencies™,
to our audited consolidated financial statements included in Part If, Item 8 of this Annual Report on Form 10-K.

Employees

At December 31, 2015, we had approximately 53,000 employees. Our employees are an impartant asset, and we seek lo
develop them to their full potential. We believe that our relationship with our cmployees is geod.

Available Information

We are a Inrge accelerated filer (as defined in Rule 12b-2 of the Securities Exchange Act of 1934, as amended, or
Exchange Act) and are required, pursuant to [iem 101 of Regulation $-K, to provide certain informetion regarding our
website and the availability of certain documents filed with or furnished ta the U S. Securitics and Exchange Commission, or
SEC. Our Internet website is www anthemine com. We have included our Intemet website address throughout this Annual
Report on Form 10-K a3 textual reference oaly. The information contained on, or sccessible through, our Intemet website is
not incorporated into this Annual Report on Form 10-K. We make available, free of charge, by mail or through our [ntcmet
websile, our Annual Report on Form 10-K, Quatterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to those reports filed or fumished pursuant to Section 13(a) or 15(d) of the Exchange Act as scon a3 reasonably
practicable after we electronically file such material with or furnish it to the SEC, We also include on our Internet websile
our Corporate Governance Guidelines, our Standards of Ethical Business Conduct and the charter of cach standing
cornmittee of our Board of Directors. In addition, we intend to disclose on our Intemiet website any amendments to, or
waivers from, our Standards of Ethical Business Conduct that are required to be publicly disclosed pursuant 1o rules of the
SEC and the New York Stack Exchange, or NYSE. Anthem, Inc. is an Indiana corporation incorporated on July 17, 2001

ITEM 1A, RISK FACTORS.

The following is 2 description of significant fuctors that could cause aciual results to differ materially from those
contained in forward-looking statements made in this Annual Report on Form 10-K and presented elsewhere by management
from time to time, Such factors may have a material adverse cffect on our business, financial condition, and results of
opecations and you should carefully consider them, It is not possible to predict or identify all such fictors. Consequently, you
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should not consider any such list to be a complete statement of all our potential risks or uncertainties. Because of these and
other factors, past performance should not be considered an indication of future performance.

Federal Health Care Reform, together with the changes in federal and state regulations that have been, and
continue 1o be, enacted 1o implement it, could adversely allect our husiness, cash flows, financial condition and results
ol operations.

The passage of Health Care Reform during 2010 und subsequent regulations represent significant changes to the U8,
health care system. The legislation and regulations are far-reaching and are intended to expand access to health insurance
coverage over time by mandating that most individuals obiain health insurance coverae, increasing the cligibility thresholds
for most state Medicaid programs and providing certain other individuals and small businesses with tax credits to subsidize o
portion of the cost of healih insurance coverage. In addition, the new laws impose significant fees, assessments and taxes on
us and other health insurers, health plans and other industry paticipants. Health Care Reform imposes an annunl industry-
wide HIP Fee. The total amount colleeted from nilocations 1o health insurers in 2015 and 2014 wag $11.3 billion end $8.0
billion, respectively and our portion of the HIP Fee for 2015 and 2014 was $1.2 billion and $0 2 biliion, respectively. The
annual HIP Fec remains at $11 3 billion for 2016, has been suspended for 2017 and will resume and be increased to $14.3
billion for 2018, with annual adjustments thereafter, The HIP Fee is not deductible for income tax purposes and is allocated
pro rata among us and other industry participants based on net premiums written, Health Care Reform also imposes industry-
wide reinsurance assessments under a temporary three year program which were $8 0 billion and $12,0 billion for 2015 and
2014, respectively, and decrease to $5.0 billion for 2016 The reinsurance asscssments are based on an insurer’s total number
of insured members Insurance companics will pay the fees based upon insured members whercas sclf-insured entities will
pay them directly to HHS. As we ate onc of the nation's largest health benefits companies, we expect our share of the Health
Care Reforn fees, assessments and taxes will continue 1o be significant. We may not b able to include or recoup all or a
partion of these fees, assessments and taxes in our premium or public program rates.

Health Care Reform also imposes new regulations on the health insurance sector, including, but not limited to,
puaranteed caverage and expanded benefit requinements; prohibitions on some annual and all lifetime limits on amounts paid
on behalf of or to our members; increased restrictions on rescinding coverage; esteblishment of minimum MLR and
custormer rebate requircments; creation of a federal rate review process; a requirement te cover preventive services on a first
dollar basis; the establishment of public exchenges and essential benefit packages and greater limitations on how we price
certain of our products. In addition, the legislation reduces the reimbursement levels for our health plans participating in the
Medicare Advantage program over time and limits the amount of executive compensation that is deductible for income tx
pucposcs

The legislation also contains risk adjustment provisions applicable to the Individual and Small Group markets that
effectively transfer funds from health pluns with relatively lower risk enrollces to plans with relatively higher risk enrollees
to help protect agninst adverse selection. Effectively adupting to these risk adjustment pravisions has required us 1o modify
our operational and strategic initiatives to focus on and manage different populations of potential members than we have in
the past. 17 we are not able 1o successfully design and implement operntional and strategic initiatives to adapt to these
changes in certain of our markets, our finencial condition end results of operations may be adversely affected. Further, the
Health Care Reform Premium Stabilization programs may not make payments timely, or as expected, due 10 lower than
anticipated coltections. For exampte, in 2015, the risk corridor program fell short of expectations and, as result, the
payments [rom the program were opproximately 12.6% of the amount thet was requested by health insurance issuers.

Although the majority of Health Care Reform's provisions have been implemented, as the remaining provisiens are
phased in, we could be impacted through patential disruption to the employer-based market, potential cost shifting in the
health care delivery system to insurance companies and limitations on the ability to increase premiums to meet costs, We
tave dedicated material resources and incurred material expenses to implement and comply with Health Care Reform at both
the state and federal levels, ond we expeet to dedicate material resources and incur materinl expenses going forward to
implement and comply with fisture regulations that provide guidance and clarification on significant portions of the
legistation. The Health Care Reform law and regulations are likely to have significant effects on our future operations,
which, in lm, could impect the value of our business model and results of operations, including potential impairments of our
goodwill and other intangible assets.
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Finally, federal and state regulatory sgencies may further restrict our ability to obtain new product approvals, implement
changes in premium rates or impose additional Testrictions, under new or existing laws that could adversely affect our
business, cash flows, financial condition and resulls of operations.

We are subject to significant government regulation, and changes ln the regulation of aur busiaess by state and
federal regulators may adversely affect our business, cash Rows, financlal condition and results of operations,

Our business is subject to regulation at the state and federal level. In addition to Health Care Reform, we face regulation
associated with many aspects of our business, including, but not limited to, licensing, premiums, marketing activities,
provider contracting, access and payment standards, and corporate governance and financial reporting maticrs

Our insurance, managed health care and HMO subsidiaries ore subject to extensive regulation and supervision by
regulutory authoritics in each state in which they are licensed or authorized to do business, in addition to regulation by
federal agencies, Future regulatory action by state or federn) authorities could have a material adverse effect on the
profitability or marketsbility of our health benefits or monaged care products or on our business, financial condition and
results of opetations. In addition, because of our participation in gavemment-sponsored programs such as Medicare and
Medicaid, a number of our subsidiaries are also subject to regulation by CMS and state Medicaid agencics, and to changes in
government regulations or policy with respect to, amang other things, reimbursement levels, eligibility requirements, benefit
coverage requirements and additional governmental participation which could also adversely afTect our business, financial
condition and results of operations. In addition, changes in tax laws and regulations, or changes in the interpretation of tax
laws and regulations by federal and/or siate authorities may have & material adverse effect on our business, operotions or
{inancial condition,

State legislatures will continue to focus on health care delivery and financing issues. Such issues are sometimes
uddressed directly by voters in ballot initintives, such as the upcoming ballot initiative in Colorado that would replace health
insurers in the state with & single government payer. Moast states are very focused on how 1o manage and reduce their budgets
and are explocing ways to mitigate cost increases. As such, some stales have acted to reduce or limit increases to premium
payments, Others have enected, or are contemplating enacting, significant reform of their health insurance markets (o include
provisiona affecting both public programs end privately-financed health insurance arrangements. I enacted into law, these
state proposals could have a malerial adverse impact on our business, cash flows, opertions or financial condition,

The existence of multiple public insurance exchange options has led to increased uncertainties and made our planning
for the public exchanges more difficult as we are required to comply with the varying rules of multiple exchanges. In
addition, a number of states in which we offer Medicaid products, including Florida, Georgia, Kansas, Lovisiana, South
Carolina, Tennessee, Texas, Virginia and Wisconsin, have indicated their current decision 1o opt out of Medicard expansion,
at least for the present time. If states allow certain programs to expire ar choase to opt out of Medicaid expension, we could
experience reduced Medicaid enrollment and reduced growth opportunitica

Aduitionaliy, from time to time, Congress has considercd, and may consider in the future, various forms of managed
care reform legislation which, if edopted, could findamentally alter the treatment of coverage decisions under ERISA, There
have been legislative attemplts to limit ERISA's preemptive effect on state laws and litigants® ability to scek damages beyond
the benefits offsred under their plans, If adopted, such limitations could increase our liability exposure, could permit greater
state regutation of our operations, and could expand the scope of damages, including punitive damages, litigants could be
awarded. While we cannot predict if any of these initiatives will ultimatcly become cfTective or, if enacted, what their terms
will be, their enactment could increase our costs, expose us to expanded liability o require us to revise the ways in which we
canduct business.

Our inability to contaln health care costs, implement increases in premium rates on a limely basis, maintain
adequate reserves for policy benefits or maintain cast effective provider agreements may adversely afTect our
business and prefitability.

Our profitubility depends in large part on accurately predicting health care costs and on our ability te manage future
health care costs through medical management, preduct design, negotiation of favorable provider contracts and underwriting
criterin, Government-imposed limitations on Medicare and Medicaid reimbursement have also caused the private seclor to
bear a preater share of increasing health care costs. Changes in health care practices, demographic characteristics, inflation,
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new technolagies, the cost of prescription drugs, ciusters of high cost cases, changes in the regulatory environment and
numesous other fiectors offecting the cost of health care may adversely alfect our ability to predict and manage health care
costs, as well a3 our business, financial condition and results of operations.

Relatively small differences between predicted and actusd health care costs as a percentage of premium revenues can
result in significant changes in our results of operations, particularly with respect to our products sold through the public
exchanges, as we and our competiters have limited experience with pricing such products or the utilization rates for medical
or other covered services by members who purchase our products through such exchanges. The public exchanges may
increase the risk that our products will be selected by individuals who have a higher risk profile o utilization rate than the
pool of participants we anticipated when we eatablished the pricing for these public exchange products. Health care benefit
cosls in excess of pur cost projections reflected in our public exchange product pricing cannot be recovered in the current
premium period through higher premiums. Although federal risk adjustment mechanisms, including risk adjustment
payments, risk corridors and reinsurance, could help offset health carc benefit costs in excess of our projections if our
assumptions regarding cost trends, utilization, enroflment, edverse selection, acuity and other assumptions utilized in setting
our premium rates are significantly different then actual results, our income staiement and financial position could be
adversely affected.

1n eddition to the challenge of managing health care costs, we face pressure to contain premium rates Ouf customets
may renegotiate their contracts to seek to contain their costs or may move (o a competitor to obtain more favorable
premiums. Further, feders! and state regulatory egencics may restrict our ability to implement changes in premium rates. For
example, the ACA includes an annual tate review requirement to prohibit unreasoneble rate increases, and our plans may be
excluded from participating in the public exchanges if they are deemed 1o have a history of “unressonable™ rate increases.
Fiscal concerns regarding the continued viability of programs such as Medicare and Medicaid may cause decreasing
reimbursement rates, delays in premium payments or a lack of sufficient increase in reimbursement rates for government-
sponsored programs in which we participate. A limitation on our ability to increase or maintain our premium or
reimbursement levels or a significant loss of membership resulting from our need to increase or maintain premium or
reimbursement levels could adversely affect aur business, cash Nows, financial condition and results of operations.

The reserves that we establish for health insurance policy benefits and other contractunl rights and benefits are based
upon assumptions conceming o number of factors, including trends in health care csts, expenses, general economic
conditions and other factors. To the extent the actual claims expericnce is less favorable than estimated based on our
underlying assumptions, our incurred losses would increase and future eamnings could be adversely affected.

Our profitability is dependent in part upon our ability to contract on favarable terms with hospitals, physicians und other
health care providers. The failure to maintain or to secure cost-effective health care provider contracts on competitive terms
may result in 1 loss of membership or higher medical costs, which could adversely affect our business. In addition, ACO
practice management companies, which aggregate physician practices for administrative cfficiency and marketing levernge,
and other organizational structures that physicians, hospitals and other care providers choose may change the way that these
providers interact with us and may change the competitive landscape. Such organizations or groups of physicians may
compete directly with us, which may impact our relationship with these providers or affect the way that we price our
products and estimate our costs and may require us to incur costs to change our opcrations, and our resulls of operations,
financial position and cash flow could be adversely nffected. Further, our inability to controct with praviders, o if providers
attempt to use their market position to negotiate more favorable contracts or place us at a competitive disadvantage, or the
inability of providers to provide adequate care, could adversely affect our busincss. In addition, we do not have contracts
with all providers that render services 1o our members and, as a resull, do not have a pre-established agreement about the
amount of compensation those out-of-network providers will accept for the services they render, which can result in
significant litigation or arbitration proceedings.

A significant reduction in the enroliment in our health benefits programs could have an adverse effect on our
business and profitability.

A significant reduction in the number of enrollees in our health benefits programs could adversely affect our business,
financia! condition and results of operations. Factors that could contribute to a reduction in envollment include: reductions in
warkforce by existing customers; general economic downturn that results in business failures and high unemployment rates;
employers no longer offering certain health care covernge as an employee benefit or electing to offer this coverage on a
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voluntary, employec-funded basis; participation on public exchanges and related underwriting changes, state and federal
regulatory changes; failure (o obtain new customers or retain cxisting customers; premium increases and benefit changes; our
exit from a specific market; negative publicity and news coverage; and fiilure to attain or maintain nationally recognized
accreditations,

There are varlous risks assaciated with participating In Medicaid and Medicare programs, including dependence
upan government funding and the timiog of pnyments, compliance with government contracts and Increased
regulatory oversight.

We contrict with various siate and federal sgencies, including CMS, to pravide manaped health care services, including
Medicare Advantage plans, Medicare Supplement plans, Medicare approved prescription drug plans, Medicaid, TANF, SPD,
LTSS, CHIP and ACA-related Medicaid expansion programs. We also provide various administrative services for severai
other entities offeting medical and/or prescription drug plans 1o their Medicare eligible members through our offiliated
companies and we offer employer gtoup waiver plans which provide medical and/or prescription drug coverage to relirees
We are also participating in Medicare and Medicaid dual eligible progroms in scveral states. These programs in our
Government Business scgment have been the subject of recent regulatory reform initiotives, including Health Care Reform,
which are still in the process of being implemented. It is difficult to predict the future impact of Health Care Reform on our
Government Business scgment due to Health Care Reform’s complexity, gradual implementation, and possible amendment.
Changes in Health Care Reform to date have required us to make investments in ncw products, services and technologies,
which investments may not be realized if certain provisions are delayed or substantislly modificd. Health Care Reform, other
regulatory refonm initialives or additional changes in cxisting laws or regulations, or their interpretations, could have a
matcrial adverse effect on our business, cash flow, financial cendition and results of operations.

Revenues from the Medicare and Medicaid programs are dependent, in whole or in part, upon annual funding from the
federal government and/or applicable state gavernments. The base premium rate patd by each statc or federal agency differs
depending upon e combination of various factors such as defined upper payment limits, 2 member’s health status, age,
gender, county or region, benefit mix, member eligibility category and risk scores, Future fevels of Medicare and Medicaid
raics may be affected by continued government efforts to contain costs and may be further affected by state and federal
budgetary consiraints. If the federel government or any stale in which we operate were to decrease rates paid 10 us, pay us
less than the amount necessary to keep pace with our cost trends or seek an adjustment to previously negotiated rates, it
could have a material adverse effect on our business, financial condition and results of operations. Further, ceriain of our
contracts with the states are subject to cancellation in the event of the unavailability of state funds. In addition, the various
states’ new Medicare and Medicaid dual cligible programs are still subject to uncertainty surrounding payment rates and
other requirements, which could affect where we seek 1o participate in these new programs. An unexpected reduction,
inadequate government funding or significantly delayed puyments for these programs may adversely affcct our revenues,
cash flow and financial results.

A portion of our premium revenue cames from CMS through our Medicare Advantage and Medicare Part D contracts.
As & consequence, our Medicare Advantage ond Medicare Fart D plans are dependent on federal govemment funding levels
The premium rutes paid to Medicare plans are established based on benchmarks which are now tied to a percentage of
Medicare fee for service, although the rates differ depending an a combination of faclors, including upper payment limits
established by CMS, a member's health profile and status, age, gender, county or region, benefit mix, member eligibility
calegorics and risk scores. Begirming in 2014, Medicare Advantage and Medicare Pant D plans became subject io MLR
rules, Continuing government cfforts to contain health care related expenditures, including prescription drug cost, and other
federal budgetary constraints that resuit in changes in the Medicare program, including changes with respect to funding,
could lead to reductions in the amount of reimbursement, or ather changes that could have a material adverse cffect on our
busincss, cash flow, financial condition and results of operations. Risks associated with the Medicare Advantage and
Medicare Part D pians include potential uncollectability of receivables resulting from processing and/or verifying
enrollment, inadequacy of underwriling assumptions, inability to receive and process corvect informution (including inability
duc to systems mssues by the federat government, the applicable state government or us), uncotlectability of premiums from
membes, increased medical or phannaceutical costs, overpayments identified as 8 result of ongoing auditing and monitoring
activities, and the limited enrollment periods in this business, While we belicve we have adequately reviewed our
assumptions end estimates regording these complex and wide-tanging programs under Medicare Parts C and D, including
those related to collectability of receivables and establishment of liabilities, the actual results may be matcrially different
than our assumptions and cstimates and could have a material adverse effect on our business, financia! condition and resulls
of opetations. There is also
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the possibility that Mcdicare Advantage Special Needs plans will not be re-authorized by Congress. Without Congressional
action, these plans will expite on December 31, 2016. If the Special Needs plans are not re-authorized, there could be n loss
of revenue and it would become more difficult to coordinate Medicare benefits with other coverage. The ACA also
establlished recovery sudit programs for Medicare Parts C and D The Medicare Part I Recovery Audit Contractor, or RAC,
hag been auditing Medicare Part D claims since 2012, and & Medicarc Part C RAC is expected to be named in 2016, which
could increase the volume of audits and subsequent recoupments by the federat government.

The ACA authorized state Medicaid programs to implement RAC programs similar to Medicare RAC programs and a
number of states have done so, State RAC progrems could increase the amount of audits and any subsequent recoupment by
the federal and state povernments, which could adversely affect our financial condition and results of our operations

Our contracts with the varions state governmental agencies and CMS contain certain provisions regarding data
submission, provider network maintenance, quality measures, clajms payment, continuity of care, call center performance
and other requirements specific to stat and federal program regulations. If we fail to comply with these requirements, we
may be subject to fines, penaltics, liquidated damages and relrospective adjustments in payments made to our health plans,
that could impact our profitability. Additionally, we could be required to file a comrective plan of action with additiona!
penalties for noncompliance, including a negative impact on future membership enroliment levels. Further, certain of our
CMS and state Medicaid contracts are subject to a competitive precurement process, and if our existing contracts sre not
rencwed or if we are not awarded new contracts as a result of this competitive procurement process, this could have a
material adverse effect on our business, cesh flows, financial condition and results of operations.

In addition to the contractual requirements affecting our participation in Medicaid find Medicare programs, we are also
subject to various state and federal health care laws and regulations, including those dirccted at preventing fraud end abuse in
government funded programs. Failure 1o comply with these laws and regulations could result in investigations or litigation,
with the imposition ef fines, restrictions or exclusions from program partictpation or the imposition of corporate integrity
pgreements or other agreements with a federal or state governmental agency that could adversely impact aur business, cash
flows, finuncial condition and results of operations.

CMS haa been conducting audits of our Medicare Advantage health plans to validate the diagnostic data and patient
claims that are submitted to CMS and the Medicare Part 1) RAC has been conducting audits of our Medicare Part D plans.
These audits may result in retrospective adjustments in payments made to our health plans. In addition, if we fail to repart
and correct errocs discovered through our own auditing procedures or during a CMS or RAC audit, or otherwise fail to
comply with the epplicable laws and regulations, we could be subject to fines, civil penalties or other sanctions which could
have B material adverse effect on our ability to participate in these programs, and on our financial condition, cash flows and
results of operations.

{n addition, there are an increasing number of investigations regarding compliance with various pravisions of the ACA.
These investigations arc being conducted by both CMS and state regulators, As a result, we could be subject to multiple
investigations of the same issue. These investigations, and any possible enfotcement actions, could result in penalties end the
imposition of corrective action plans and/or changes to industry practices, which could adversely affect our ability to macket
our products,

We may not completc the acquisition of Cigna within the time frame we naticipate or at all, which could havea
negative effect on our business or our results of operations.

On July 23, 2015, we eniered into an Agreement and Plan of Merger, or Merger Agreement, under which we will
gequire all of the outstanding shares of Cigna. The aequisition is subject to number of closing conditions, such as antitrust
and other regulatory approvals, which may not be received or may take longer than expected, The acquisition is also subject
10 other Tisks ond uncertainties, such as the possibility that Cigna could receive an unsolicited proposal from a third panty or
that either we or Cigna could exercise our respective termination rights. If the acquisition is not consummated within the
expected time frame, or at all, it could have 2 negative efTect on our abitity to execute on our growth strategzy of on our
financial perfonmance.
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Failure to complete the acquisition could negatively Impact our share price and futuce husiness, as well as our
financial results.

If the acquisition is not completed, our ongoing business may be adversely affected and, without realizing any of the
benefits of having completed the acquisition, we could be subject to n number of risks, including the following: we may be
required to pay Cigna & termination fee of $1 8S billion or an expense fee of up to 3600 million if the Merger Agreement is
terminated under ceriain circumstances (as more fully described in the Merger Agrecment); and we could be subject to
litigation retated 10 any filure to complete the acquisition or related to any enforcement proceeding commenced against us
to perform our obligationa under the Merger Agreement. If the acquisition i3 not completed, these risks may materialize and
may adversely affect our business, cash flows and financial condition.

We may experience difficulties In integrating Clgna’s busioess and reatizing the expected benefits of the propesed
ncquisition,

The success of the Cigna acquisition, if completed, witl depend, in part, on our ability to realize the anticipated business
opportunities and growth prospects from combining our businesses with those of Cigna. We may never realize these business
opportunitics and growth prospects. Integrating operations will be complex and will require significant efforts and
cxpenditures on the part of both us and Cigna. Our manegerment might have its attention divenied while trying to inteprate
operations and corporate and administrative infrastructures. We might experience increased competition that limits our
ability to expand our business, and we might fuil 1o capitalize on expected business opportunities, including retaining current
customers

The intcgration process could result in a disruption of each company’s ongoing businesses, tax costs or incfficiencies, or
inconsistenicies in standards, controls, information technology systems, procedures and policies, any of which could
adversely affect our ability to maintain relationships with clients, employees or other third parties or our ability to achieve
the anticipated benefits of the Cigna acquisition and could harm our financial performance.

If we are unable to successfully or Limely integrate the operations of Cigna’s business into our business, we may be
unable to realize the revenue growth, synergies and other anticipated benefits resulting from the propased acquisition and our
buginess and results of operations could be adversely affected. Even if we complete the Cigna acquisition, the acquired
busincss may underperform relative to our expectations.

The bealth benefits industey is subject to negative publicity, which could adversely affect our business and
profitability.

The health benefits industry is subject to negative publicity, which can arise from, among other things, the ongoing
debate over Health Care Reform. Negative publicity may result in increased regulation and legislative review of industry
practices, which may further increase our costs of doing busincss and adverscly affect our profitability by: adversely
affecting our ability to market our products and services; requiring us to change our products and services; or increasing the
regulatery burdens under which we operate

In addition, 8s long as we use the Blue Cross and Blue Shield names and morks in marketing out health benefits
products and services, any negative publicity concerning the BCBSA ar other BCBSA licensees may ndversely affect us and
the sale of our health benefits products and services, Any such negative publicity could adversely afTect our business, cash
flows, financiad condition and results of operations,

We face competition In many of our markets and customers and brokers have fexibility in moving between
competitors.

As a health benefits company, we operate in a highly competitive enviconment and in an industry that is currently
subject to significant changes from legislative reform, business consolidstions, new strutcgic alliances, aggressive marketing
practices by ather health benefits organizations and market pressures brought about by an informed and organized customer
base, paricularly among large employers. For example, we began to compete for sales on public exchanges in 2014, which
has required, and will continue 1o require, us to develop or sequire the ools (including social media tools) necessary to
interact with the exchanges and with consumers using the exchanges, increase our focus on individual customers and
nmprove
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our consumer-focuscd sales and marketing, customer interfaces and product offerings. These factors have produced and will
likely continue to produce significant pressures on our profitability.

We niso will have to respond to pricing and other actions laken by existing competitors and potentielly disruptive new
enteants. Due 1o the price transparency provided by public exchanges, in the market for individual health insurance we face
competitive pressures from new and existing competitors. These risks moy be enhanced if employers shift to defined
contribution health care benefits plans and make greater utilization of private insurance exchanges or encourage their
employees to purchese health insurance on the public exchanges. We can provide no sssurance that we will be able 1o
compele successfully on these public exchanges or that we will be able to benefit from eny oppartunities presented by such
exchanges. I we arc not competitive on these public exchanges or arc unsuccessful in reducing our cost structure, our future
growth and profitability may be adversely impacted.

We are currently dependent on the non-exclusive services of independent agents and brokers in the marketing of our
health care praducts, particularly with respect to individuals, seniors and small emplayer group customers. We face intense
competition for the services and allegiance of these indcpendent agents and brokers, who may also market the products of
our competitors, Our relationship with our brokers and independent agents could be pdversely impacted by changes in our
business practices to address Health Care Reform legislation, including potentinl reductions in commissions and consulting
fees paid to agents and brokers, We cannot ensure that we will be able to compete successfully against current and future
competitors or that competitive pressurcs faced by us will not materially and adversely affect our business, cash flowa,
financial condition and results of operations.

We face intensé competition to nttract and retain employees. Further, managing key executive succession and
retention Is critical to our success.

We are dependent on retaining existing employees, attracting additional qualified employees to meet current and future
needs and achieving productivity gains from our jnvestment in technology. We face intense competition for qualified
employees, and there can be no assurance that we will be able to attract and retain such employees or that such competition
among potentiol employers will not tesuit in increasing salaries. An inability to retain existing employees or attract additional
employees could have a material adverse effect on our business, cash flows, financial condition and results of operations

We would be ndversely affected if we fail to adequately plan for succession of our Chairman, President and Chief
Executive Officer and other senior managetment and rtention of key exccutives. While we have succession plans in place for
imembers of our senior management, and continue to review #nd update those plans, and we have employment arrangements
with cerain key executives, these plans and arrangements do not guarantee that the services of our senior executives will
continue to be available to us or that we will be uble to attract and retain suitable successors,

A change in our health care product mix may impact our profitability.

Our health care products that involve greater potential risk generatly tend to be more profitable than administrative
services products and those health cere products where the employer groups assume the underwriting risks. Individuals and
small employer groups arc moare likely 1o purchase our higher-risk bealth care products because such purchasers are
generally unable or unwilling to bear greater linbility for health care expenditures Typically, government-sponsored
programs also involve our higher-risk health care products. It is not yet clear whether our products sold on the public
exchanges will be more or less profitable products. A shift of enrollees from more profitable products to less profitable
products could have a materia] adverse effect on our financial condition and results of operations.

As 1 holding company, we arc dependent on dividends from cur subsidiaries. These dividends are necessary to
pay our outsianding Indebtediess. Qur regulated subsidiaries sre subject to state regulations, including restrictions
on the payment of dividends, mainfenance of minimum levels of capital and restrictions on Invesiment portfolios.

We are a holding company whose assets include ol of the outstanding shares of comimon stock (or ather ownership
interest) of our subsidiaries including our intermediate holding companics and regulated insurance and HMO subsidiaries,
Our subsidiaries ore separaic lcgal entities. As a holding company, we depend on dividends from our subsidiaries,
Furthermore, our subsidiaries are not obligated to make funds available to us, and creditors of our subsidiaries will have a
superior claim to certain of our subsidinres' assets. Among othet restrictions, state insurance and HMO laws may restrict the
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ability of our regulated subsidiaries to pay dividends. In some states, we have made special undertakings that mey limit the
abitity of our regulated subsidiaries to pay dividends. [n addition, our subsidiarics’ ability to make any payments to us will
also depend on theit camnings, the 1enms of their indebtedness, business and tax considerations and other Jegal restrictions,
COur ability to tepurchase shares or pay dividends in the future to our sharcholders and mezt our obligations, including paying
operating expenses and debt service on our cutstanding and future indebtedness, will depend upon the receipt of dividends
from our subsidiories. An inability of our subsidiaries to pay dividends in the future in an amount sufTicient for us to meet
our financial obligations may materially adversely affect our business, cash flows, financial condition and results of
operations.

Most of our regulated subsidiaries are subject to RBC standards, impased by their states of domicile, These laws are
based on the RBC Model Act adopted by the NAIC and require our regulated subsidiaries to report their resuits of risk-based
capital calculations to the depariments of imsurance and the NAIC Failure to meintain the minimum RBC standards could
subject our regulated subsidiaries to comrective action, including state supervision or liquidation. As discussed in more detail
below, we are 2 party to license agreements with the BCBSA which contain certain requirements and restrictions regarding
our operations, including minimum capitai and liquidity requirements, which could restrict the ability of our regulated
subsidiaties to pay dividends.

Our regulated subsidiaries are subject to state laws and regulations that require diversification of their investment
portfolios and limit the amount of investments in certain riskier investment calcgorics, such as below-investment-grade fixed
matutity securities, mortgage loans, real estate und equity investments, which could penerate higher retums on our
invesiments. Failure to comply wilh these laws end regulations might cause investments exceeding regulatory limitalions to
be treated us non-admitted assets for purposes of measuring statutory surplus and risk-based capital, and, in some instances,
require the sale of those investments.

We have substantial indebledness outstanding and may incur additional indebtedness in the future in conaection
with the Clgna acquisitlon or otherwise. Such indebtedness could alsa adversely affect our ability to pursue desirable
business opportunities.

Our debt service obligations require us to use a portion of aur cash flow to pay interest and principal on debt instead of
for other corporate purposes, including funding future expansion, 1 our cash flow and capital resources are insufficient to
service our debt obligations, we may be forced 1o seck extraordinary dividends from our subsidiaries, sell assets, seck
additional cquity or debt capita) or restructure our debt. However, these measures might be unsuccessful or inadequate in
permitting us {0 meet scheduled debt service oblipations,

Upon completion of the Cigna acquisition, we expect to have incumed acquisition-related indebiedness of approximately
$26.5 biltion and to have nssumed approximately $5.1 billion of Cigna's cutstanding debt. Our substantially increased
indehtedness and debt-ta-equity ratio on  recent historical basis will have the effect, among other things, of reducing our
flexibility to respond to changing business and economic condilions and may increase our borrowing costs. In addition, the
amount of cash required to service our increased indebiedness levels and thus the demands on our cash resources mty be
greater than the pereentzges of cash flows required to service our indebicdness or the indebtedness of Cigna individually
prior to the acquisition. The increased Icvels of indebtedness could also reduce funds available for our investments in product
development os well as capital expenditures, shace repurchases, sharcholder dividends, other desirable business opportunities
and other activities and may creatc competitive disadvantages for us relative (o other companics with lower debt levels.

1n sddition to the expected ncquisition-related debt financing described above, we may atso incur future debt obligations
that might subject us to restrictive covenants that could affect our financial and eperations] flexibility, Our breach or failure
1o comply with any of these covenants could result in a default under our credit agreement or other indebtedness. 1f we
default under our credit agreement, the lenders could cease to make further exicnsions of credit or cause all of our
outstanding debt obligations under our credit agreement to become immediately due and payable, together with accrued and
wnpaid interest, 1£ the indebtedness under our notes or our credit agrecment or our other indebledness is accelerated, we may
be unable 1o repay or finance the amounts due.
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A dowagrade in our credit ratings could have nn adverse cifect on our business, financla! condition and resulis of
operations.

Claims-paying ability ond financial strength ratings by nationally recognized statistical rating organizations are an
important factor in establishing the compelitive position of insurance companies and health benefits companies. We believe
our strong credit ratings are an impontant factor in marketing our products to customers, since credit ratings information is
broadly disseminated and generally used throughout the industry. In addition, if our credit ratings are downgraded ar placed
under revicw, our business, financial condition and results of operations could be adversely impacted by limitations on future
borrewings and a potential increase in our borrowing costs. Our ratings reflect cach rating agency's opinion of our financial
strength, epetating performance and ability to meet our obligations to policyholders and creditors, and are not gvaluations
directed toward the protection of investors in our common stock.

Each of the ratings organizations reviews our rtings periodically, ond there can be no assurance that our current ralings
will be maintained in the future. Following the announcement of the Cigna acquisition, each of Standard & Poor's, A.M
Best, Fitch end Moody’s placed certain of nur debt, financial strength and other credit ratings under review for a possible
downgrade.

We face risks related to litigation,

We are, or may in the futare, be 2 party 1o a varicty of legal actions that may aflect any business, such as employment
and employment discrimination-related suits and sdministrative charges before government agencies, employee benefit
claims, breach of contract actions, tort claims and intellectuat propery-related litigation. In addition, because of the nature of
our business, we are subject to a variety of legal actions relating to our businesa operations, including the design,
administration and offering of our products and services, These could include claims relating to the denial of health carc
benefits; the rescission of health insurance policics; development or application of medical pelicy, medical malpeactice
actions; product liability claims; allcgations of anti-competitive and unfair business activities; provider disputes over
compensation; provider tiering programs; narrow networks; termination of provider contracts; the recovety of overpayments
from providers; self-funded business; dispotes over co-payment calculations; reimbursement of out-of-network claims; the
failure 10 disclose cortain business or corporate govemance practices; the failure to comply with various state or federal laws,
including but not limited to, ERISA and the Mental Health Parity Act; and customer audits and contract performance,
inciuding govemment contracts. These actions or proceedings could bave o material adverse effect on our business, cash
flows, Nnancial condition and results of opetations.

In addition, we are alsa involved in, or may in the fsture be party 1o, pending or threatened litigation of the character
incidental to the business transacted, arising out of our operations or our 2001 demutualization, including, but not limited to,
breaches of security and violations of privacy requirements (including as a result of the cyber attack reported by us in
February 2015, os more fully described under Note 13, “Commitments and Contingencies - Cyber Attack Incident,” 10 our
pudited consnlidated financial statements inctuded in Part 11, Ttem 8 of this Annual Report on Form 10-K), shareholder
actions, compliance with federal and state laws and regulations (including guf fam or “whistleblower™ actions), or sales and
acquisitions of businesses or nssets. From time to time, we are involved as a party in various govemmental investigations,
audits, reviews and ndministrative proceedings, including challenges to the award of govemment contracts by disappointed
bidders. These investigations, audits and ceviews include routine and special investigations by various siate insurance
departiments, state attorneys general and the U S, Atlorney General. Following en investigation, we may be subject to civil or
criminal fines, penalties and other sanctions if we are determined to be in violation of applicable laws or regulations.
Liabilitics that may result from these actions could have a material adverse effect on our cash flows, results of operations or
financial position.

Recent court decisions and legislative activity may increase our exposure for any of these types of claims. In some cases,
substantial nen-economic (including injunctive relief), treble or punitive damages may be sought. Although we maintain
insurance coverage for some of these potential liabilities, some liabilities and dameges may not be covered by insurance,
insurers may dispute coverage or the amount of insurance may not be enough to cover the damages awarded. In addition,
insurance coversge for all o certain forms of liability may become unavailable or prohibitively expenaive in the future. Any
adverse judgment against us resulling in such damage awards could have an adverse effect on our cash flows, results of
operations and financial condition.

231




00033

10-K

Page 33 of 163

Further, litigation brought against the federal and some state governments over Health Care Reform could have a
material adverse effect on ous business, cash flows, financial condition and results of operations s changes to Health Care
Refonn resulting from this fiigation create uncertainty over the applicability and enforceahility of pertions of the law and the
various regulations, which impacts our strategy and could negatively impact our future growth opportunities.

OQur futare obligations for stale guaranty assoclation nssessments could increase in the event that Health Care
Reform ond its implementation result in increased insolvencies of bealth insurance plans.

Under insolvency or guamnty association laws in mast states, insurance companies can be agsessed for amounts paid by
guaranty funds for policyholder losses incured when a health insurance plan becomes insolvent. Most state insolvency or
guaranty ossociation laws provide for assessments based upon the amount of premiums received on insurance underwritten
within such state, Although health insurance company insolvencics have been infrequent, with the implementation of Health
Care Reform, o number of smatler health insurance companies and Consumer Operated and Oriented Plan, or Co-op,
programs have estabtished premiums that appear to be insufficient to cover the cost of care for their members, which may
result In increased insolvencies of health insurance companies and Co-ops covered by these state insolvency or guaranty
association Jaws. In that event, we may experience increased guaranty association assessments, the amount and timing of
which cannot be predicted with certainty. In light of significant uncestainty surrounding whether, and to what cxtent, there
may be on increase in insurer or Co-op insolvencics, we are not currently able to estimate our potential financial obligations,
losses, or the availability of potential offscts associated with potential increases in guaranty association assessments,
however, any significant increase in guaranty association assessments could have a material adverse effect on our business,
cash Mows, financial condition and resulis of operations.

Thete are various risks associated with praviding health care services,

"The direct provision of health care services by our CarcMore subsidiary invelves risks of additional litigation arising
from medical malpractice actions based on our treatment decisions or brought against us or our physician associates for
allcped malpractice or professional liability claims arising oul of the delivery of health care and related scrvices. In addition,
Hability may atise from maintaining health care premises that serve the public. If we fail to maintain adequate insurance
coverage for thesc liabilities, or if such insurance is not availoble, the resulting costs could adversely affect our cash flows,
financial condition or results of operations.

Additionally, many states in which we operate our CareMore subsidiary limit the practice of medicine 1o licensed
individunls or professional organizations comprised of licensed individuals. Business corporations generally may not
exercise control aver the medical decisions of physicians {*corporate practice of medicine™) and we are not licensed to
prectice medicine. Rules and regulations relating to the practice of medicine, fe-splitting between physicians and referal
sources, and similar issues vary from state to state. Further, certain federal and state laws, including those covering our
Medicare and Medicaid plans, prohibit the offer, payment, solicitation, or receipt of any form of remuneration to induce, or
in return for, the referral of patient care opporiunities, including, but not limited to, Medicare paticnts (“anti-kickback
rules™), and alse generally prohibit physicians from making rcfemals to any cnlity providing certain designated health
services if the referring physician or related person has an ownership or financial interest in the entity (“sell-ceferval rules™),
Any enforcement actions by governmental officials alieging non-complionce with these rules and regulations could adversely
affect our business, cash flows, financial condition or results of operations.

We are a party (o license agreements wiih the BCBSA that entitle us to the exclusive and in certain areas non-
exclusive use of the Blue Cross and Blue Shield names and marks in our geographic territoties. The termination of
these Ucense agreements or changes In the terms and conditions of these license agreements could adversely affect our
business, financinl conditlon and resulis of operations. Upen completion of the Cigna acquisition, we may not inttlally
be in compliance with the BCBSA's national “best efforts” requirement.

We use the Blue Cross and Blue Shield names and marks as identifiers for our products and services under licenses from
the BCRSA. Our license agreements with the BCBSA contain certain requirements and restrictions regarding our operations
and our use of the Blue Cross and Blue Shicld names and marks, including: minimum copital and liquidity requirements
imposed by the BCBSA; enrollment and customer service performance requirements; participation in programs that provide
poriabitity of membership between plans; disclosures to the BCBSA telating to enroliment and financial conditions;
disclosures as to the structure of the Biue Cross and Blue Shield system in contracts with third parties and in public

.32-




00034

10-K Page 34 of 163

stalements; plan govemance requirements; cyber security requirements, a requirement that at least 80% (or, in the case of
Blue Cross of California, substantially all) of u licensee’s annual combined local net revenue, as defined by the BCBSA,
sttributable to health care plans and related services within its service areas must be sold, marketed, administered or
underwritten under the Blue Crosa and Blue Shield names and marks; & requirement that neither a plan nor any of its licensed
affiliates may permit an entity other than a plan or a licensed atfiliate to obtain control of the plan or the licensed affiliate or
1o acquire a substantiu! portion of its assets related to licensable services; a requirement that we divide our Board of Direclors
into three classes serving staggered three-year terms; a requirement that we guarantec certain contractual and financial
obligotions of our licensed affiliates; and a requirement that we indemnify the BCBSA against any claims nsserted against it
resulting from the contractual and financiat obligations of any subsidinry that serves as a fiscal intetmediary providing
administrative scrvices for Medicare Parts A and B. Failure to comply with the foregoing requirements could result ina
termination of the license agreements.

In addition, our license agreements with the BCBSA include a requirement that at least 66 2/3% of our annval combined
national net revenue, as defined by the BCBSA, attributable to health care plans and related services must be sold, marketed,
administered or underwritten under the Blue Cross and Blue Shield names and marks, referred to as the “Naotional Best
Efforts Requirement * Due to the size of Cigna’s business, we may not be in compliance with the National Best Efforts
Requirement immediately after completion of the acquisition,

We will be required to submit an action plan for coming into compliance with the National Best Eifons Requirement
within 120 days of the compietion of the Cigna acquisition if we are out of compliance following closing of the acquisition
Undes current BCBSA standards, we would be required to cure any non-compliance with the National Best Efforts
Reguitetnent within 24 months from the date when the relevant BCBSA comemitiee makes a determination on our action
plan, We believe there are multiple options st our dispossl to regain compliance within the ailotted timeframe, if necessary.
Although we strongly belicve there would be numerous ways in which we could re-establish compliance with the National
Best Efforis Requirement within the required 24 month period, there can be no guarantee such efforts will be successful, and
failure to comply with the requirement could ultimately result in & termination of our license agreetents under certain
circumstances.

The standards under the license agreements may be modified in certain instances by the BCBSA. For example, from
time to time there have been proposals considered by the BCBSA to modify the terms of the license agreements to restrict
various patential business activities of licensces. These proposals have included, among other things, a limitation on the
ability of a licenses to make its provider networks available to insurance catriers or other entities not holding a Blue Cross or
Bluz Shield license. To the extent that such amendments to the license agreements are adopicd in the future, they could have
a material adverse effect on our future expansion plans or results of operations, or our ability to come back into compliance
with the National Best Efforts Requirement if the Cigna acquisition is consummated. Further, BCBS licensces have certain
reguiremments to perform administmtive services for members of other BCBS licensees. If we or another BCBS licensee is not
in compliance with all Jegal requircments or are unable to perform administrative services as required, this could have an
adverse effect on our members and our ability 1o maintain our licenses, which could have a material adverse effect on our
business, cash flows, financial condition and results of operations.

Upon the occurrence of an event causing tenmination of the license agrecments, we would no longer have the right to use
the Blue Cross and Blue Shield names and marks or to sell Blue Cross and Blue Shicld health insurance products and
servicas in one or more of our service areas. Furthermore, the BCBSA would be free to issue u license to use the Blue Cross
and Blue Shield names and marka in these service areas 1o another entity. Our cxisting Blue Cross and Blue Shicld members
would be provided with instructions for abtaining altemative products and services licensed by the BCBSA. Events that
could cause the termination of u license agreement with the BCBSA include failure to comply with minimum capital
requirements imposed by the BCBSA, failure to comply with governance requirements such as maintaining & classified
board structure, a change of control or violation of the BCBSA ownership limitations on our capital stack, impending
financial insolvency and the appointment of a trustee or recstver or the commencetmient of anty action against a licensee
seeking its dissolution. We believe that the Biue Cross nnd Blue Shield names and marks are valuablo identifiers of our
producis and services in the marketplace.

Upoan tecmination of a license agreement, the BCBSA would have the right to impose 2 *Re-establishment Fec" upon us,
which would be used in part to fund the establishment of a replacement Bioe Cross and/or Blue Shield licenses in the
vacated service area, The fee is set at $98.33 per licensed enrollee. As of December 31, 2015, we reported 29.4 million Blue
Cross
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andor Blue Shield enrollees, if the Re-establishment Fee was applied to our total Blue Cross and/or Blue Shield enrolleces,
we would be assessed approximately $2.9 billion by the BCBSA. As a result, termination of the license agreements would
have a material adverse effect on our business, financial condition and results of operations,

Reglonal concentrations of our business may subject us to economic downturns in those reglons.

Mast of our revenues are generated in California, Cotorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Maryland,
Missouri, Neveda, New Hampshire, New York, Ohio, Tennessee, Texas, Virginia and Wisconsin. Dug 1o this cancentration
of business in these stales, we are exposed 1o potential losses resulting from the risk of state specific or regional economic
downturns impacting these states, If such negative economic canditions do not improve, we may experience a reduction in
existing and new business, which could have a material adverse effect on our business, cash flows, financial condition and
results of operations.

Large-scalc medical emergencies may have a material adverse effect on our business, cash flows, financial
condition and results of operatlons.

Large-scale medical emergencies can take many forms and can cause widespread illness and death. For exemple, federal
and state law enforcement officials have issued wamings about potential terrorist activity involving biological and other
weapons, In addition, natural disasters such as hurricanes and the potential for n widespread pandemic of influenza coupled
with the lack of availability of appropriate preventative medicines can have a significant impact on the health of the
popuiation of widespread arcas. If the United States were to experience widespread bioterrorism or other atiacks, large-scale
natural disasters in our concentrated coverage arees or a large-scale pandermnic or epidemic, our covered medical expenses
could rise and we could experience a material adverse effect on our business, cash flows, financial condition and results of
operations or, in the cvent of extreine circumstances, our viability could be threatened.

We have built a signlficant portion of our current business through mergers and scquisitions, joint ventures and
strategic alliances and we expect to pursue such opporiunitics in the future,

The following are some of the risks associated with mergers, acquisitions, joint ventures and strategic alliances, referred
to collectively as business combinations, that could have a material adverse effect on our business, financial condition and
results of operations:

some of the acquired busincsses may not achieve anticipated revenues, earnings or cash flow, business
apportunitics, synergies, growth prospects and other enticipated benefits,

«  the goodwill or other intangible assets cstablished as a result of our business combinations may be incorrectly
valued or become non-recoverable;

*  we may nssume liabilities that were not disclosed to us or which were under-estimated;

»  we may experience difficuitics in integrating acquired businesses, be unable to integrate acquired businesses
successfully or ag quickly 8s expected, and be uneble to realize anticipated economic, operationa) and other benclits
in o timely manner, which could result in substantial costs and delays or other operational, technical or financial
problems;

»  business combinations could disrupt our ongoing business, distract management, result in the loss of key
employess, divert resources, result in tax costs or inefficiencies and make it difficult to maintain our current
business standards, controls, information technology systems, policies and procedures;

= we may finance future business combinations by issuing common stock for some or all of the purchase price, which
could dilute the ownership interests of our shareholders;

»  we may also incur edditional debt related to future business combinations;

»  we would be competing with other firms, fome of which may have greater financial and other resources, to nequire
attractive companies; and

+  future business combinations may make it difficult to comply with the requircments of the BCBSA and lead to an
increased risk that our BCBSA license agreements may be terminated
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The value of our Intunglble nssets may become impaired.

Duc lorgely to our past mergers, acquisitions and divestitures, goodwill and other intangible asscts represent a
substantial portion of our assets. [f we make additional acquisitions, it is likely that we will record additional intangible
assets on our consolidated balence shests.

Tn accordance with applicable accounting standards, we periodically evaluate our goodwill and other intangible asscis to
determine whether all ar a portion of their carrying values may no longer be recoverable, in which case charge to income
may be necessary. This impainment testing requires us 1o make nssumptions and judgments regarding the estimated fair value
of our reporting units, including goodwill and other intangible assets (with indefinite lives). In addition, certain other
intangible nssets with indefinite lives, such as trademarks, are also tesicd separately Estimated fair values devcloped based
on vur assumplicns and judgenents might be significantly different if other rcasonable assumptions and eslimates were to be
used, If estimated Fair values arc bess than the camying velucs of gaodwill and other intangibla asscts with indefinite lives in
future fimpainment dests, or if significant impairment indicators are noted relative to other intangible assets subject to
amortization, we may be required to record impainment losses against future income.

Any future evaluations requiring on impairment of our goodwill and other intangible assets could materially affect our
results of operations and shareholders® equity in the period in which the impeirment occurs, A material decrease in
shareholders’ equity could, in turn, negatively impact our debt mtings or potentially impact our compliance with existing
debt covenants.

1n addition, the estimated value of our reporting units may be impacted as a result of business decisions we make
associated with the implementation of the various Hezlth Care Reform regulations. Such decisions, which could unfavorably
affect our ability to support the carrying value of certain goodwill and other intangible assets, could result in impairment
charges in future periods.

Adverse securities and credit maret canditions may significantly alfect our ability to meet liguidity needs.

The sccurities and credit markets have been experiencing higher than normal volatility. In some cases, the markets have
exerted downward pressure on availability of liquidity and credit capacity for certain issuers. We need liquidity 1o pay our
operating expenses, make payments on our indebtedness and pay capital expenditurcs. The principal sources of our cash
feceipts are preminms, administrative fees, investment income, other revertue, proceeds from the sale or maturity of our
investment securities, proceeds from borrowings mnd proceeds from the issuance of common stock under our employee stock
plans.

Our access to additional financing will depend on s variety of factors such as market conditions, the gencral availability
of credit, the volums of trading activities, the avaitability of credil to our industry, our credit ratings and credit capacity, as
well as the possibility that customers ar lenders could develop a negative perception of our long- or short-term financiel
prospects. Similarly, our access to funds may be impaired if regulatory authoritics or raling agencics take negative actions
ngainst us. 1f one or a combination of these factors were to occur, our internal sources of tiquidity may prove lo be
insufficient, and in such case, we may not be able 10 successfully obtain additional financing on favorable terms.

The value of our investments is tnfluenced by varying economlc and market conditlons, and o decrease In value
may result in a loss charged to Income.

The market values of our investments vary from time to time depending on economic and market conditions. For various
rcasons, we may scli certain of our investments at prices that are less than the carrying value of the investments. In addition,
in periods of declining interest retes, bond calls ond merigage loan prepayments generally increase, resulting in the
reinvestment of these funds at the then Jower market rates, In periods of rising intercst rates, the market vafues of our fixed
maturity securities will generally decrease, which could result in materiel unrealized or realized losses on investments in
future periods. In addition, defaults by issuers, primarily from investments in corporate end municipal bonds, who fail to pay
or perfotm their obligations, could reduce nel invesiment income, which would adversely affect our profitability. We cannot
assure you that our investment portfolios will produce positive returns in future periods.

In nccordance with FASB guidance for debt and equity investments, we classify fixed maturity and equity securities in
our investment portfolio as “available-for-sale™ or “trading™ and report those securitics at fair value, Current and long-term
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available-for-sale investment securitics represented a significant percentage of our total consolidated ossets m December 31,
2015, Also, in accordance with applicable FASB accounting guidance, we review our investment sccurities 1o determine il
declines in fair value below cast are other-than-temporary. This review is subjective and requires a high degree of judgment.
We conduct this review on a quarterly basis analyzing both quontitative and qualitative faclors. Such factors considered
inctude the length of time and the extent to which market value has been less than cost, financial condition and near term
prospects of the issuer, recommendations of investment advisors and forecasts of cconamic, market or industry trends,

Changes in the economic environment, including periods of increascd volatility of the sccurities markets, can increase
the difficuity of assessing investment impairment and the same influences tend to increase the risk of potential impaiment of
these assets, We believe we have adequately reviewed our investment securitics for impairment and we believe that we have
approprintely estimated the fuir values of our investment securitics. However, over time, the economic and market
environment may provide additional insight, which could change our judgment regarding the fair value of certain securities
and/or impairment. Given the sometimes rapidly changing market conditions and the significant judgments involved, there is
continuing risk that further dectines in foir value may occur and material other-than-temporary impainments may be charged
to income in futurc periods, resulting in realized losses.

We may not be able to realize the value of our deferred tox nssets.

In accordance with applicable accounting standards, we scparately recognize defered tax assets and deferred tax
liabilities. Such deferred tax assets and deferred tax liabilities represent the tax effect of temporry differences between
financial reporting and tax reporting measured at tax rates cnacted at the time the defered tax asset or fiability is recorded.

Ateach financial reporting date, we evaluate our deferred tax assets to determine the likely realization of the benefit of
the temparacy differences. Our evaluntion includes a review of the types of temporary differences that created the deferrcd
tax asset; the amount of taxcs paid on both capital gains and ordinaty income in prior periods and availnble for a carry-back
claim; the forccasted fsture taxable income, and therefore, the likely future deduction of the deferred tax item; and any other
significant issues that might impact the realization of the defered tax asset. If it is “more likely than not™ that all o7 a portion
of the deferred tax nsset may not be realized, we establish a valuation allowance. Significant judgment is required in
determining an appropriale valuation ailowance.

Any future increase in the voluation allowance would result in additional income tax expense and a decrease in
shareholders’ equity, which could materially affect our financial position and results of operations in the period in which the
increase accurs, A materiad decrease in shareholders’ equity could, in turn, negatively impact our debt ratings or potentially
impact our compliance with existing debt covenants.

An unsuthorized disclosure of sensiilive or confidentinl member or employee Informatlon, includisg by cyber
ttack or other security breach, could cause a loss of data, give rise to remedintion or other expenses, expose us to
liability under federal and state Jaws, and subject us to litigation and Investigations, which could have an adverse
effect on our business, cash flows, finencial condition and results of operations.

As part of our normal operations, we collect, process and retain cenain sensitive and confidentinl information. We are
subject to various federal, state and international laws and rulea regarding the use and disclosure of certain sensitive or
confidential information, including HIPAA, the HITECH Act, the Gramm-Leach-Bliiey Act, and numerous siate laws
goveming personal information, Despite the security measures we have in place 1o help ensure data sccurity and compliance
with applicable laws and rules, our facilitics and systems, and those of our third party service providers, may be vulncrable to
cyber attacks, scourity breaches, acts of vandalism, computer viruses, misplaced or lost data, programming and/or human
crrors or other simitar events,

In February 2015, we reported the discovery that certain of our information technology systems hed been the target of an
cxiernal cyber attack, 03 more fully described under Note 13, “Commitments and Centingencies - Cyber Atiack Incident,” 10
our nudited consolidated financial statements included in Post 1L, Item 8 of this Annual Report on Form 10-K. We are
addressing the impact of this cyber attack and supperting federal law enforcement efforts to identify the responsible partics.
The attackers pained unauthorized uccess to certain of our information technology systems and cbtained personal
information related to many individuats and employees. We have incurred expenses to investigate and remediate this matter
and cxpect 1o continue to incur expenses of this nature in the foreseeable future, Actions have been filed in various fedcral
and state courts
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and other claims have been or may be asserted agninst us, allegedly arising out of the cyber attack. Further, we may be
subject 1o edditional litigation and overamental investigations which could divert the attention of management from the
operation of our business, result in reputationa! damage and have a material ndverse impact on our business, cash flows,
financial condition and results of operations. While we have contingenicy plans and insurance coverage for potential
liabilities of this nature, these may not be sufficient to cover ofl claims and liabilities.

In addition, we cannot ensure that we will be able to identify, prevent or contain the effects of additional cyber attacks or
other eybersecurity risks in the future that bypuas our scourity measures or disrupt our infermation technology systems or
business. As a result, cybersecurity and the continued development and enhancement of our controls, processes and practices
desipgned to protect our systems, computers, software, data and networks from attack, damage and unauthorized access,
remain a priority for us. Noncomplisnce with any privacy or security laws and regulations, or any security breach, cyber
attack or cybersecurity breach, and any incident involving the misappropriation, loss or other unauthorized disclosure or use
of, o access o, sensitive or confidential member informatien, whether by us or by one of our vendors, could require us to
expend significent resources to continue to modify or enhance our prolective measurcs and to remediate any damage. In
addition, this could result it interruplions to our operations and damage our reputation, and could also result in regulatory
enforccment actions, materisl fines and penalties, litigation or other actions which could have a material adverse effect on
our business, cnsh flows, financial condition and results of operations.

The fallure to cifectively maintain and upgrade our information systems could ndversely affect our business.

Our business depends significantly on effcctive information systems, and we have many different information systems
for our various businesses. As a result of our merger and acquisition activitics, we have acquired additional systems Our
information systems require an ongoing commitment of significant resources to maintain end enhance existing systems and
develop new systems in order to keep pace with continuing changes in information processing tcchnology, emerging
cybersecurity risks and threats, evolving industry and regulatory standards including public exchanges and other aspects of
Health Care Reform, compliance with legal requirements, private insurance exchanges and changing customer preferences.
In addition, we may from time to lime obtain significant portions of our systems-related or other services or facilities from
independent third partics, which may make our aperations vulnerable if such third parties fail to perform adequately.

Failure to adequately implement and maintain effective and efficicnt information systems with sufficiently advanced
technological capabilities, or our failure to efficiently and efectively consolidate our information systems to eliminate
redundant or obsolet applications, cou!d result in competitive and cost disadvantages to us compared to our competitors and
could have a material adverse effect on our business, financial condition and results of operations. If the information we rely
upon to cun our business were found to be inaccurate or unreliable or if we fail 1o adequately maintain our information
systems and data integrity effectively, we could have a decrcase in membership, have problems in determining medical cost
estimates and establishing appropriate pricing and reserves, have disputes with customers and providers, have regulatory
probiems, sanctions or penalties imposed, have increases in operating expenses or suffer other adverse consequences. In
addition, federal regulations required us to begin using }CD-10 on October 1, 2015, which has required and will continue to
require significant information technology investment. If we fail to adequately implement ICD-10 or encounter difficulties in
providere' implementation of ICD-10, we may incur losses with respect to the resousces invested and have other material
adverse effects on our business and results of operations. Alsa, as we convert of migrate members to our more cfficient and
effective systems, the risk of disruption in our customer service is increased during the migration or conversion process and
such disruption could have a material adverse effect on our business, cash flow, financiel condition and results of operations.

We are dependent on the success of our relationships with third parties for various services and lunctions,
including phermacy beneflt management services.

We contract with various third partics to perform certain functions and services and provide us with cenain information
technology systems. Certain of these third partics provide us with significant portions of our business infrastructure and
operating requirements, and we could become overly dependent on key vendors, which could caiise us to lose core
competencies. A termination of our agreements with, or disruption in the performance of, one or more of these service
providers could result in service disruptions or unavailability, reduced service quality and cffectiveness, increased or
duplicative costs, an inability to meet our obligations to our custemers or require us to seck gltemative service providers on
less favorable contract terms, any of which could adversely afTect our busincss, reputation, cash flows, financial condition
and operating results,
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In particular, we arc a party to an agreement with Express Scripts whereby Express Scripts is the exclusive provider of
ceriain PBM services to our plans, excluding our CareMore and Simply Healthcare subsidiaries and certain self-insured
members, which have exclusive agreements with different PBM service providers. The Express Scripts PBM scrvices
include, but are not limited to, pharmacy network management, mail order and specialty drug fulfillment, claims processing,
rebate management and specialty pharmaceutical mansgement services, Accordingly, the agreement contains cettain
financial and operational requirements obligating both Express Scripts and us, The failure of ilher party to meet the
respective requirements could potentially serve as a basis for early termination of the contract. If this rolationship was
terminated, we may not be able to meet the full demands of our customers, which could have a materia) adverse effect on our
business, reputation and results of operations, particularly if Express Scripts failed to provide post-termination services. In
addition, our failure 1o meet certain minimum script volume requirements results in financial penalties that could have a
materinl adverse effect on our results of operations,

Indiana [aw, other applicable laws, our artictes of incorporation and bylaws, and provisions of our BCBSA
license agreements may prevent or discourage (akeovers and business combinations that our shareholders might
consider in thele best interest.

Indiana law and our articles of incorporation and bylaws may delay, defer, prevent or render more difficult a takeover
aticrpt that our sherchalders might consider in their best interests. For instance, they may prevent our sharchalders from
receiving the benefit from any premium to the market price of our common stock offered by a bidder in a takeover context.
Even in the absence of u takeover attempt, the existence of these provisions may adversely affcct the prevailing market price
of our common stock if they are viewed as discournging takeover attempts in the future.

We are regulated as an insurance holding company and subject to the insurance holding company acts of the states in
which our insurance company subsidiaries are domicited, as well as similar provisions incleded in the health statutes and
regulations of certain states where these subsidiaries are regulated a3 managed care companies or HMOs. The insurance
holding company acts and regulations and these similar health provisions restrict the ability of any person to obtain control
of an insurance company or HMO without prior reguiatory epproval. Under those statutes and regulations, without such
approval (or an exemption), no person may acquire any voling security of a domestic insurnce company or HMO, or an
insurance holding company which controls an insurance company or HMO, or merge with such a holding company, if 83 a
result of such transaction such person would “control” the insurance holding company, insurance company or HMO.
“Contral” is peneraity defined as the direct or indirect power 1o direct or cause the direction of the management and policies
of a person and is presumed 1o exist if a person directly or indirccily owns or controls 10% or mare of the voting securities of
another person_ Further, the Indiana business corporation law contains business combination provisions that, in general,
prohibit for five years any businesa combination with a beneficial owner of 10% or more of our common stock unless the
holder’s acquisition of the stock was approved in advance by our Board of Dircctors.

Our articles of incorporation restrict the beneficial ownership of our capital stock in excess of specific ownership limits.
The ownership limits restrict beneficial ownership of our voting capital stock to less than 10% for institutional investors and
less than 5% for non-institutional investors, both as defincd in our articles of incorperation. Additionally, ne person may
beneficially own shares of our common stock representing a 20% or more ownership interest in us. These restrictions are
intended to ensure our compliance with the terms of our licenses with the BCBSA. Our articles of incorporation prohibit
ownership of our capital stock beyond these ownership limits without pricr approval of 4 majority of our continuing directors
(as defined in our articles of incarporation). In addition, as discussed sbove in the risk factor describing our license
agreements with the BCBSA, such license agreements are subject to tenmination upon a change of control and re-
establishment fees would be imposed upen termination of the license agresments.

Certain other provisions included in our articles of incorporation and bylaws may also have anti-takeover effects and
may delay, defer or prevent o takeaver atiempt that our sharcholders might consider in their best interests. In particular, our
articlcs of incorporation and bylaws: divide our Board of Directors into three classcs scrving staggered three-year tlerms
(which is required by our license agreement with the BCBSA), permit our Board of Direclors to detennine the terms of and
issue one or more series of preferred stock without further ection by shercholders; restrict the maximum number of directors,
Hmit the obility of sharcholders to remove directors, impuse restrictions on sharcholders® ability 1o fill vacancics on aur
Board of Dircctors; prohibit sharchelders from calling special mezlings of sharcholders, impose advance notice reyuirements
for shareholder proposals and nominations of directors to be considered at meetings of sharcholders; and prohibit
sharcholders from amending our bylaws.

38




00040

10-K Page 40 of 163

We also face other risks that could adversely affect our business, financial condition or results of aperations,
which include:

«  any requirement 10 restute Tinanciel results in the event of inappropriate application of accounting principles;
»  nsignificant failure of our intemnal control over financial reporting;

+  failure of our prevention and control systems related to employee compliance with intetnal policies, including data
security;

+  provider fraud that is not prevented ot detected and impacts our medical costs or those of self-insured customers;
+  failure 10 protect our proprietary information; end
+  failure of our corporate governance policies or procedures.

ITEM LB. UNRESOLVED SEC STAFF COMMENTS.

None

ITEM 2. PROPERTIES.

Our principal executive offices are located at 120 Monument Circle, Indianapolis, Indiana. In addition to this location,
we have significant operating facilitics located in each of the fourteen states where we opersie as licensees of the BCBSA, in
each of the additional ten states where Amerigroup conducts business and in Arizona where CareMore maintains a branch
office. A majority of these Jocations are lcased properties. Qur facilities support our various business scgments. We believe
thet our properties are adequate end suitable for our business as presently conducted as well os for the foreseeable future.

ITEM 3. LEGAL PROCEEDINGS.

For information regarding our legal proceedings, see the “Litigation,” “Cyber Attack Incident” and “Other
Contingencies” sections of Note 13, “Commitments and Contingencies” Lo our audited consolidated financial siastements
included in Part 11, Item 8 of this Annual Report on Fonn 10-K.

ITEM 4. MINE SAFETY DISCLOSURES,
Not Applicable
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PART U1

ITEM 5 MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES.

Market Prices

Our common stock, par value $0.01 per share, is listed on the NYSE under the symbol “ANTM.” On February 4, 2016,
the clesing price on the NYSE was $126.64. As of February 4, 2016, there were 71,430 shareholders of record of our
common stock. The following table presents high and low sales prices for our common stock on the NYSE for the periods
indicated.

High Low

2015

First Quarter $ 16064 § 12236
Second Quarter 17359 14829
Third Quarter 165.93 134 62
Fourth Quarter 149.87 12625
2014

First Quartcr $ 1025 $§ 81.84
Second Quarter 11003 90,75
Third Quarter 124 58 106,52
Fourth Quarter 129.96 108 92

Dividends

The quarterly cash dividend declared by our Board of Directors was $0.6250, $0.4375, and $0.3750 per share in 2015,
2014 and 2013, respectively. On February 18, 2016, our Board of Directors declared e quarterly cash dividend to
shareholders of $0.6500 per share,

We repularly review the appropriate use of capital, including acquisitions, common stock and debl security repurchases
end dividends to sharcholders. The declaration and payment of any dividends or repurchases of our commeon steck or debt is
at the discretion of our Board of Directors and depends upon our financisl condition, results of operations, future liquidity
needs, regulatory and capital requirements and other factors deemed relevant by our Board of Directors. Further, our obility
to pay dividends to our shareholders, if authorized by our Board of Directors, is significantly dependent upon the receipt of
dividends from our subsidiaries, including Anthem Insurance Companics, Inc., Anthem Southeast, Inc., Anthem Holding
Corp., WellPoint Holding Corp., WellPoint Acquisition, LLC, WellPoint Insurance Services, Inc., ATH Holding Company,
LLC and SeliCore, Inc. The payment of dividends by our insurance subsidiaries without prior approval of the insurance
department of cach subsidiary’s domiciliary jurisdiction is limited by formula. Dividends in excess of these amounts arc
subject to prior npproval by the respective insurance departmens.

Under the terms of the Merger Agreement with Cigna, during the period before completion of the merger, we will not
declare, sel eside, make or pay any dividend with respect (o our capital stock, other than (1) regular quarierly cash dividends
not exceeding, with respect to any quartcr, $0.6250 per share, (as such amount may be increased in the ordinary course of
business), with declaration, record and payment dates consistent with past practice and in accordance with our dividend
pelicy as of the date of the Merger Agreement and (2) dividends payable by a directly or indirectly wholly owned subsidiary
to Anthem or to anather directly or indirectly wholly awned subsidiary of Anthem. The cash dividend declared by our Board
of Dircctors on February 18, 2016 was in accordance with the terms of the Merger Agreement.

Securitles Authoeized for Issuance under Equity Compensation Plans

The information required by this Ttem conceming secutities autharized for issuance under our equity compensation plans
i3 set forth in or incorporated by teference into Part 111, Item 12 “Security Ownership of Certain Beneficial Cwners and
Management and Related Stockhalder Matters” in this Annual Report on Form 10-K.
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Issuer Purchases of Equity Securities
The following table presents information related to our repurchases of common stock for the periods indicated:
Total Number  Approlimaile

of Shares Dollar Value
Purchssed a3 of Shares that

Pantef May Yet Be
‘Tois Number  Aversge Publbcly Purchawed
of Shares Price Paid  Announted Under the
Perlod Purchased®  perShare  Programd’ Programa
(Tt millions, except shave and per share data)
October 1, 2015 to October 31, 2015 7,561 $ 139,03 — $ 41759
November 1, 2015 to November 30, 2015 893  133.66 - 41759
December 1, 2015 to December 31, 2015 9,09 135.08 o 41759
17,550 —
S— ——— —— _ ___}

t  Total number of shares purchased represents shares delivered to or withheld by ua in connection with employes payroil
tax withholding upon exercise or vesting of stock awards. Stock grants to employees and dircctors end stock issued for
stock option plans and stock purchase plans in the cansolidated statements of shaseholders® equity are shown net of
these shares purchased.

Represents the number of shares repurchased through the common stock repurchase program authorized by our Board of
Directors, which the Board evafuates periodically. During the year ended December 31, 2015, we repurchased
10,417,248 shares at a cost of $1,515.8 under the propram, including the cost of options to purchase shares. Tho Board
of Directors has authorized our common stock repurchase program aince 2003. The Board's most recent authorized
increase to the program was $5,000.0 on October 2, 2014. No duration has been placed on our common stock repurchase
program and we reserve the right to discontinue the program at any time.

(¥
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Performance Graph

The following Performonce Graph and related information compares the cumulative total retumn to shareholders of our
common stock for the period from December 31, 2010 through December 31, 2015, with the cumulative total retur over
such period of (i} the Standard & Poor's 500 Stock Index {the “S&P 500 Index™) and (ii) the Standard & Poor’s Managed
Health Care Index (the “S&P Managed Health Care Index™). The graph assumes an investment of $100 on December 31,

2010 in each of our commen stock, the S&P 500 Index and the S&P Managed Health Care Index (and the reinvesiment of all
dividends).

The comparisons shown in the graph below are based on historical deta and we caution that the stock price performance
shown in the graph below is not indicative of, and is not intended 1o forecast, the potential fulure performance of our
common stock. Information used in the graph was obtained from S&P Capital 1Q, a source believed to be relinble, but we are
not responsible for any errors or omissions in such information. The following graph and related information shall not be
deemed "soliciting materials” or to be “filed” with the SEC, nor shall such information be incorporated by reference into eny
future filing under the Exchange Act, except to the extent that we specifically incorporate it by reference into such filing.

Comparison of § Year Cumulative Total Return

$400
$350
$300
§250
$200
§150
£100
350 |
m‘{P
!
= Anthem inc —a—53P 500 fndex —4—S&P Managed Health Care index
December 31,
2000 2L 2012 2013 2004 2008
Anthem, Inc $100 $618 S111 $171 $236 3267
S&P 500 Index G0 102 118 157 178 181
S&P Managed Health Care Index 100 14 142 211 281 343

Based upon an initial investment of $100 on December 31, 2010 with dividends reinvested.
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ITEM 6. SELECTED FINANCIAL DATA.

The table below provides selected consolidated financiol data of Anthem. The information has been derived from our
consofidated financial statements for ench of the years in the five year period cnded December 31, 2015, You should read
this selected consolidated financial data in conjunction with the audited consolidated financial statements and notes as of and
for the year ended December 31, 2015 included in Part 11, Item 8 “Financial Statements and Supplementary Data”, and Part
11, Item 7 “Management's Discussion and Analysis of Financial Condition and Results of Operations” included in this
Annusl Report on Form 10-K.

As of and for the Years Ended December 31

2015"' 20147 2013' 2012 2011t
(in millions, excepi where imbcated and except per share
data)

Income Stasement Dats
Total operating revenue’ $ 784048 $ 70217 0§ 04914 3 605140 0§ 59,8452
‘Total revenues 19,1365 71,8741 Mo s 61,4972 60,7107
Income from continuing operstiony 2,560 0 25601 26343 2,651 0 26467
Netincome 2,560.0 2,569 7 2,489 2,635 5 26467
Per Share Dsta
Basic net income per share - continuing operations H Im 3 928 § 883 5 825 % 735
Diluted net income per share - continuing operations 918 B9 B 67 817 725
Dividends per share 250 17% 150 115 100
Other Data {tnaudiied)
Benefit expenso ratio® B11% 13 1% B5 1% 85 3% a5 1%
Selling, gener! and adminiatrative expense ratic’ 160% 161% 4% 143% 14 1%
Income from contdnuing operations before income taxes a3

a prroentsge of tots] revenues S9% 5% 5 4% 5% 65%
Metincome a1 a percentage of wtal revenurs 12% 1% 1M 43% 4.4%
Medica) membership (i thousands) 38,599 37499 35,652 36,130 34,251
Balance Sheet Dain
Cash and investments 5§ 22,1247 § TITT 8 223959 0§ 24646 5 206565
Total assets*’ 6LTITH 61,6761 48,0951 38,6107 51,6936
Long-term deba, fess current porthon® 15,]24 5 140196 13,4774 14,069 3 84209
Total liabillties*’ 16737 374250 34330 ¢ 34,8080 28,4054
Total shareholders” equity 2,044 24,2513 24,7652 43,8027 23,2882

] The net sasets of and results of operations for Simply Healthcare Holdings, Inc, AMERIGROUP Corporation and CareMore Health Group, lnc. are
Included from their respeedve ecquirition dates of Februaty (7, 2015, December 24, 2012 and August 22, 2011

2 Theoperating results of 1-800 CONTACTS, Inc. are seperied as di inued operations al D ber 31, 2014, 2013 and 2012 a3 n result of the

divesliturn completed on Junuasy 31,2014 Incluted in net income for the year ended December 31, 2014 ia income from discontinued operations, net

of iz, of $9 6 Included in net income for the year ended December 31, 2013 is & loss from discontinued operations, net of tax, of $144 6 Included in

et income For the year ended December 31, 2012 ls income from discontinued operationy, net of tax, of $4 5

Oneratl

1 p 8 {n obiained by adding preml dministrative fees and other revenue

4 Thebenefit exp ratio rept benefit exp as a percentage of premivm revenue

3 The selling, gencral and administrative ex ratie rep selling, general and admini h L ap go of total op ]

6  Amounts as of December 31, 2014, 2013, 2012 and 201 1 have boen setroactively restated 1o refiect the ceclassification of ized debt §
costs from an easel to n contra-Sisbility ae & result of the adoption of A Ing Sndards Updste No 2015-03, Interesi—Imputation of

Irseress (Subtopic 835-30): Simplifying the Presentation of Debt lrsuance Casis, during the year ended December 31, 2015

7 Amcunts as of December 31, 2014, 2013, 2012 and 2011 have been retroactively reatated to reflect the reciansification of current deferred (nx asscis
from &n sasel 10 3 contra-Hiabiity as a result of the adoption of A ing Standards Updale No 201507, Bulance Sheet Classification of Deferred
Tuxes, during the year ended December 31, 2015
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

(In Millions, Except Per Share Data or As Otherwise Stated Herein)

References in this Anmual Report on Form 10-K 10 the terms "we,” “our," "us," “Anthem" or the “Company" refer to
Anthem, Ine., an Indiana corporation, and, unless the context otherwise reguires, its direct and indirect subsidiaries.

‘This Management's Discussion and Analysis, or MD&A, should be read in conjunction with our sudited consolidated
financial statements included in Part 11, Item 8 of this Annual Report an Form 10-K.

Overview

We manage our operations through three roportable segments: Commercial and Specialty Business, Govemment
Business and Other. We regularly evaluate the nppropriatencss of our reportable segments, particularly in light of
organizational changes, merger and sequisition activity and changing laws and regulations. Thercfore, these reportable
segmenis may change in the future.

Our Commercial and Specialty Business segment includes our Local Group, National Accounts, Individual and
Specialty businesses. Business units in the Commercial and Specialty Busincss segment offer filly-insured health products;
provide & broad array of managed care services lo self-funded customers including claims processing, underwriting, stop loss
insurance, actuatial services, provider network access, medical cost management, disease management, wellness programs
and other administrative services; and provide an amay of specialty and other insurance products and services such as dental,
vision, life and disability insurance benefits, radiology benefit management and analytics-driven personal health care
guidance,

Our Govemment Business segment includes Medicare and Medicaid businesses, Nations! Government Services, or
NGS, and services provided lo the federn] govemment in connection with the Federn] Employce Program, or FEP. Medicare
busincss includes services such as Medicare Advantage, Medicare Part D, and Medicare Supplement. Medicaid business
includes our managed care altematives through publicly funded health care programs, including Medicaid, Temperary
Assistance for Needy Family, or TANF, programs; programs for seniors and people with disabilitics, or SPD, programs for
Yong-term services and support, or LTSS; Children’s Health Insurance Programs, or CHIP, and Medicaid expansion
programs. NGS acts as a Medicarc contractor for the federal government in severl regions ocross the nation.

Our Other segment includes other businesses that do not meet the quantitative thresholds for an operating segment a3
defined by Finencial Accounting Standards Board, or FASB, guidance, ns well as corporate expenses not aflocated to the
other reportable segments.

Our operating revenue consists of premiums, administrative fees and other revenue, Premium revenue comes from fuliy-
insured contracts where we indemnify our policyholders ogainst costs for covered health and lifc benefits. Administrative
fees come from contracis where our customers are self-insured, or where the fee is based on cither processing of transactions
or a percent of network discount savings realized. Additionally, we eam administrative fee revenucs from aur Medicare
processing business and from ather health-related businesses including discase management programs, Other revenue
includes miscellaneous income other than premium revenue and administrative fees,

Our benefit expense peimarily includes costs of care for health services consumed by our fully-insured members, such as
outpalient care, inpatient hospital caro, professional services (primarily physician care) and pharmacy benefit costs All four
components arc affected both by unit costs and utilization rates, Unit costs include the cost of outpatient medical procedures
per visit, inpatient hospital care per admission, physician fees per office visit and prescription drug prices. Utilization rates
represent the volume of consumption of health services and typically vary with the age and health status of our members and
their social and lifestyle choices, along with clinical protocols and medical practice paticms in cech of our markets. A
portion of henefit expense recognized in each reposting period consists of actuaria! estimates of claims incurred but not yet
puid by us. Any changes in these estimates are recorded in the period the need for such an adjustment arises. While we offer
a diversilied mix of managed care products and services through our managed care plans, our aggregate cost of carc can
fluctuate based on a change in the overall mix of these products and services. Our managed care plans include: preferred
provider organizations, er PPOs; health maintenance organizations, or HMOs; point-of-service plans, or POS plans,
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traditiona! indemnity plans and other hybrid plans, including consumer-driven health plans, or COHPs; and hospital enly and
limited benefit products,

We classify certain claims-reiated costs as benefit expense to refieet costs incurred for our members” traditional medical
care, as well as those expenses which improve our members' health and medical outcomes. These claims-related costs may
be comprised of expenses incurred for: (i) medical management, including case and utilization management; {ii) health and
wellness, including disease management services for such conditions as diabetes, high-risk pregnancics, congestive heart
failure and asthma management and wellness initiatives like weight-loss programs and smoking cessation treatments; and
{iiii) clinical health policy These types of claims-reloted costs are designed to ultimately lower our members® cost of care,

Owr selling cxpense consists of cxternal broker commission expenses, and generaily varies with premium or
membership volume. Our general and administrative expense consists of fixed end variable costs. Examples of fixed costs
are depreciation, amortization and certnin facilities expenses. Certain variable costs, such as premium taxes, vary dircctly
with premium volume. Other varioble costs, such as salaries and benefits, do not vary directly with changes in premium, but
arc more aligned with chunges in membership. The acquisition or [03s of a significant block of business would likely impact
stafTing levels, and thus assaciated compensation expense, Other variable costs include profcssionol and consulting expenses
and advertising. Other factors can impact our administrative cost struclure, including systems efficiencies, inflation and
changpes in productivity,

Our results of operations depend in large part on our ability to accurately predict and effectively manege health care
costs through effective contracting with providers of care to our members and our medical management and health and
wellness programs. Seveml economic factors related to health care costs, such as regulatory mandites of coverage as well as
direct-to-consumer advertising by providers and pharmaceutical companies, have a direet impect on the volume of care
consumed by our members. The potential effcct of escalating health care costs, any changes in our ability o negotiate
competitive rates with our providers and any regulatory or market driven restrictions on our ability to obtain adequate
premium rates ta offset averall inflation in health care costs, including increases in unit costs and utilization resulting from
the oging of the population and other demographics, 2s well as advances in medical technology, may impose further risks to
our ability 1o profitably underwrite our business, and may have a matcrial impact on our results of operations.

On July 24, 2015, we and Cigna Corporation, or Cigna, announced that we cntered into an Agreement and Plan of
Merger, or Merger Agreement, dated o3 of July 23, 2015, by and among Anthem, Cigna and Anthem Merger Sub Corp., &
Detaware corporation and our direct wholly-owned subsidiary, pursuant to which we will require all outstanding shares of
Cigna, or the Acquisition. The Acquisition will further our goal of cresting a premier health benefits company with eritical
diversificotion and scale to lead the transformation of health care delivery for consumers. Cigna is a giobal health services
organization that delivers affordable and personalized products and services to customets through employer-based,
govemment-sponsoted and individual covernge armangements. All of Cigna's products and services are provided exclusively
by or through its operating subsidiaries, including Connecticut General Life Insurance Company, Cigna Health nd Life
Insurance Company, Life Insurance Cormpany of North America and Cigna Life Insurance Company of New York. Such
products and services include an integrated suite of health services, such as medical, dental, behavioral health, pharmacy,
vision, supplemental benefits, and other related products including group life, accident ond disability insurance. Cigna
maintains sales capability in 30 countries and jurisdictions.

Under the terms of the Merger Agreement, Cigna's shareholders will receive $103 .40 in cash and 0.5152 shares of our
common stock for sach Cigna common share cutstanding. The value of the transaction is estimated to be epproximately
$53,000 0 besed on the closing price of our common stock on the New York Stock Exchange on July 23, 2015, The final
purchase price will be determined based on our closing stock price on the date of closing of the Acquisition, The combined
company will reflect a pre forma equity ownership comprised of approximately 67% Anthem shareholders and
approximately 33% Cigna sharcholders, We expect to finance the cash portion of the Acquisition through available cash on
hand and the issuance of new debt. We entered into a bridge facility commitment letter and a joinder agreement with a group
of lenders which will provide up to $22,500.0 under a 364-doy senior unsecured bridge tcrm loon credit facility to finance the
Acquisition in the event that we have not received proceeds from any combination of (i) senior unsecured term loans, (H)
cotnmon or prefemed equity or equity-linked sceurities and/or (i) senior unsecured notes in a public offering or private
placement in an aggregate principal amount of at least $22,500 0 prior to the consummation of the Acquisition. In addition,
in August 2015, we entered into a term loan Tacifity which will provide up to $4,000 0 to finance e portion of the
Acquisition. The commitment of the lenders ta provide the bridge facility and the term loan fucility is subject to several
conditions,
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fncluding the completion of the Acquisition We cxpect that our pro forma debt-to-capital ratio will approximale 49% at the
closing of the Acquisition and we are commitied to deleveraging to the low 40% range approximately twenty-four months
following the closing. We also expect to maintain our common stock dividend and we will meintain flexibility with our share
repurchase program

For ndditional information, sec "Risk Factors” included in Part I, liem 1A; ond Note 3, “Business Acquisitions and
Divestiture - Peruing Acquisition of Cigna Corporation” included in Part 11, Item 8 of this Annual Report on Form 10-K.

On February 17, 2015, we completed our acquisition of Simply Healthcare, a leading managed care cempany for people
enrolled in Medicaid and Medicare programs in Florida. This ecquisition aligns with our strategy for continued growth in our
Government Business scgment, As a result, we serve maore than six hundred thousand members in Florida through our
affiliated Amerigroup and Simply Healthcare Medicaid and Medicare plans. For edditional information see Note 3,
“Business Acquisitions and Divestiture - Acguisition of Simply Healthcare” included in Part 11, liem 8 of this Annual Report
on Form 10-K.

On January 31, 2014, we sold our 1-800 CONTACTS, Inc. business and our glasses.com related assets, or collectively,
1-800 CONTACTS. The operating results for 1-800 CONTACTS for the one month ended January 31, 2014 are reported as
discontinued operations. These resulls were previously reperted in the Commercial and Specialty Business segment. Unless
otherwise specified, all financial and membership information, other than cash flows, disclosed in this MD&A is from
continuing operations. In accordance with Financial Accounting Standards Board, or FASB, puidance, we have elected to not
separately disclose net cash provided by or used in operating, investing, and financing activities and the net effcct of those
cash fiows on cash and cash equivalents for discontinued operations during the periods presented. For additional informstion
regarding these tronsactions, see Note 3, “Business Acquisitions and Divestiture - Divestiture of 1-300 CONTACIS,"
included in Pant II, ltem 8 of this Annual Report on Form 10-K.

Qur firture resubts of operations will also be impacted by certain external forces and resulting chenges in our business
model and strategy. In 2010, the Patient Protection and Affordable Care Act, or ACA, as weil as the Health Care and
Education Reconciliation Act of 2010, or collectively, Health Care Reform, became law, causing significant changes to the
U.S. health care system. Since then, significant regulations have been enacted by the U 8. Department of Health and Human
Services, or HHS, the Depaniment of Labor and the Deparment of the Treasury. The legislation and regulations are far-
reaching and arc intended to expand access to health insurance coverage over time by mandating that most individuals obtain
health insurance coverage, increasing the eligibility thresholds for most state Medicaid programs and providing certain other
individuals and smali businesses with tax credits 1o subsidize a portion of the cost of health insurance coverage. As a result
of the complexity of the law, its impact on health care in the United States and the continuing modification and interpretation
of Health Care Reform rules, we continuc to analyze and refine our estimates of the ultimase impact of Health Carc Reform
on our business, cash flows, financial condition and results of operations. Health Care Reform presents us with new growth
opportunities, but 2lse introduces new risks, rcpulatory challenges and uncertainties, and required changes in the way
products are designed, underwritten, priced, distributed and administered. For additional discussion, sce Part I, Item 1
“Business - Regulation,” and Part ], ltem 1A “Risk Factors” in this Annual Report on Form 10-K.

Pricing in our Commercial and Speciaity Business segment, including cur Individual and Small Group lincs of business,
remains competitive and we sirive to price our health care benefit products consistent with anticipated underlying medical
trends. We believe our pricing strategy, bascd on predictive modeling, proprietary research and data-driven processes, as
well as our overall investments for Health Care Reform, have positioned us to benefit from the potentiol growth
opportunities available in fully-insured commercial products as a result of Health Care Reform. In the Individual and Small
Group markets, we offer on-exchange products through state or federatly facilitated morketplaces, referred to as public
cxchanges, and off-exchange products. Federal premium subsidies are available only for certain members who purchase
certain public exchange products. The public exchanges have increased the risk that our products will be sclected by
individuals who have o higher risk profile or utilization rate than the pool of participants we anticipated when we established
the pricing for these public exchange products We belicve that our pricing strategy, brand name and network quality will
provide a strong foundation for commerciu! risk membership growth opportunities in the future,

In our Individual markets we offer bronze, silver and gold products, both on and ol the public exchanges, in Califomia,
Colorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Missouri, Nevada, New Hampshire, New York, Ohio, Virginia
and Wisconsin. Additionally, we offer platinum products, both on and off the public exchanges, in Californin and New York,
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In our Smeall Group markets, we offer branze, silver and gold products, off the public cxchanges, in Californin,
Colorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Missouri, Nevada, New Hampshire, Ohio, Virginis and
Wisconsin. We offec bronze, sifver and gold products, on the public exchanges, in Colorado, Connecticut, Georgia, Indiana,
Kentucky, Maine, Missouri, New Hampshire, Ohio and Virginia. Additionally, we offer platinum products, off the public
exchenges, in California, Connecticut, Georgia, Kentucky, Maine, Nevada and Virginia.

Private exchanges have gained visibility in the marketplace based on the promise of helping employers reduce costs,
increase consumer engagement and manage the complexities created by the ACA and other market forces. While private
exchanges have been a distribution channel in the Medicare and Individual maske1s for some time, the heightened level of
activity and investment among the consulting and broker communities and other health insurance carriers has gencrated an
increasing level of interest among employers in the Commercial market. To date, adoption levels have been lower than
analyst predictions. While the ultimate volume, pace of growth and winning business models remain highly uncertain, we
belicve private exchanges will provide opportunities for growth.

Health Care Reform also imposes new regulations on the health insurance sector, including, but not limited to,
guaranteed coverage and expanded benefit requirements; prohibitions on some annuat and all lifetime limits on amounts paid
on behalf of or 1o our members; increased restrictions on rescinding coverage; cstablishment of minimum mediced loss ratio,
ar MLR, and customer rebate requirements; establishment of a mandatory annugh Health Insurance Provider Fee, or HIF Fee;
creation of a federal rale review process; & requirement to cover preventive services on a first doltar basis; the establishment
of public exchanges and essential benefit packeges and greater limitations on how we price certain of cur products. In
addition, the legistation reduces the reimbursement Jevels for our health plans panticipating in the Medicare Advantage
program over time and limits the amount of executive compensation that is deductible for income tax purposes.

As a result of Health Care Reform, $THS issued MLR regulations that require us to meet minimum MLR thresholds for
Large Group, Small Group and Individual lines of business Plans that do not mest ke minimum thresholds will have to pay
2 MLR rebate, For purposes of detenmining MLR rebates, HHS has defined the types of costs that should be included in the
MLER tebate calculation. However, certain components of the MLR calculation as defined by HHS cannot be classified
consistently under 1.5 penerally accepted accounting principles, or GAAP. While considered benefit expense or a reduction
of premium revenue by HHS, centain of these costs are classified as other types of expense, such as income tax expense or
general and administrative expense, in our GAAP basis financial statements. Accordingty, the benefit expense ralio
determined using our consolidated GAAP uperating results is not comparable to the MLR celculated under HHS regulitions,

Health Care Reform also imposed a separate minimum MLR threstold of 85% for Medicare Advantage and Medicare
Part D plans beginning in 2014. Medicare Advantage or Medicare Part D plans that do not meet this threshold will have to
pay a MLR rebate, If a plan’s MLR is below $5% for three consecutive years beginning with 2014, enroliment will be
restricted, A Medicare Advantage or Medicare Part D plan contract will be terminated if the plan's MLR is below B5% for
five consecutive years.

Beginning in 2014, Health Care Reform imposed an annual HIP Fee on health insurers that write certain types of health
insurance on U.S risks, The annual HIP Fee is allocated to health insurers based on the ratio of the amount of an insurer's net
premium revenues written during the preceding calendar year to an adjusted amount of health insurence foral US heslth
tisk for those certain lines of business written during the preceding calendar year. The HIP Fee is non-deductible for federal
income tax purposes. The tolal smount coliected from allocations to health insurers in 2015 and 2014 was $11,300.0 and
$8,000.0, respectively. We record our estimated liability for the HIP Fee in full at the beginning of the year with a
corresponding deferred agset that is amortized on a steaight-Yine besis to general and administrative expense. The final
exlculation and payment of the annual HIP Fee eccurs in the third quarter each year and our portion of the HIP Fee for 2015
and 2014 was $1,207.5 and $893.3, respectively. The annual HIP Fee to be allocated to all health insurers remains at
§11,300.0 for 2016, has been suspended for 2017, and will resume and be increased 1o 514,300 0 for 2018, For 2019 and
beyond, the annual HIP Fee will equal the amount for the preceding year increased by the mte of premium growth for the
preceding year less the mie of growth in the consumer price index for the preceding calendar year.

These and other provisions of Health Care Reform are likely to huve significant effects on our future operations, which,
in tum, could impact the value of our business model and results of operations, including potential impainments of our
goodwill and other intangible assets. We will continue to cvaluate the impact of Health Care Reform as key aspecis go into

-47-




00049

10-K Page 49 of 163

effect and additional guidance is made avaitable. For additional discussion reparding Health Care Reform, see Part 1, ltem |
“Business—Regulation” and Part 1, Item 1A “Risk Factors” in this Annugl Repert on Form 10-K.

Finatly, federn] and state regulatory agencies may further restrict our ability to obtain new product approvals, implement
changes in premium rates or impose additional restrictions, under new ot extisting faws that could adversely affect our
business, cash flows, financial condition and results of operations.

Wo are also subject 1o regulations thet may result in assessments under state insurance guaranty association laws. The
National Organization of Life & Health Insurance Guaranty Associations, or NOLHGA, is & voluntary organization
consisting of the state life and health insurance guaranty nssociations located throughout the U S. Such asseciatiens, working
together with NOLHGA, provide a safety net for their state’s policyholders, ensuring that they continue (o receive coverage,
subject to state maximum limits, even if their insurer is declared insolvent We arc aware that the Pennsylvania Insurance
Commissioner, or Insurance Commissioner, has placed Penn Treaty Network America Ensurence Company and its subsidiary
American Network Insurance Company, of collectively Penn Treaty, in rehabilitation, an intermediate action before
insolvency. The state coun denied the Insurance Commissioner’s petition for the liquidation of Penn Treaty and ordered the
Insurance Commissioner to file an updated plan of rehabilitation, The state court commenced a hearing in connection with
the updated plan in July 2015, which has been adjourned. The state court has begun scheduling scttlement conferences to
resolve outstanding issucs with the plan. In the event rehabilitation of Penn Treaty is unsuccessful and Penn Treaty is
dectared insolvent and placed in liquidation, we and other insurers may be required to pay & portion of their policyholder
claims through state guaranty association assessments in future periods. Given the uncertainty eround whether Penn Treaty
will uitimatcly be declared insolvent and, if so, the amount of the insolvency, the amount and timing of any associated future
pusranty fund assessments, and the availability and amount of any potential premium tax and other affsets, we currently
cannot estimate our net exposure, if any, to this potential insolvency, We will continue to monitor the situation and may
tecord 2 liability and expense in future reporting perieds, which could be material ta our cash flows and results of operations.

In addition to the extemal forces discussed in the preceding paregraphs, our results of operations are impacted by levels
and mix of membership. In recent years, we have experienced membership growth due to the quality and pricing of our
health benefits products and services, improved economic conditions, decreases in uncmployment, acquisitions, entry into
new mackets and expansions in existing markets. In addition, wo believe the self-insured portion of our group membership
base will continue to increase os a percentage of total group membership. However, these membership trends could be
negatively impacted by various factors that could have a material adverse effect on our future results of operations such as
general economic downturns that result in business faitures, failure to obtain new customers ot retain existing customers,
premium increases, benefit changes or our exit from a specific market. Further, our mix of membership may include more
individuals with a higher acuity Jevel obtaining coverape through our products available on the public exchanges, which may
not be appropriately adjusted for in our premium rates.

In February 2015, we reported that we were the target of @ sophisticated extemel cyber attack. The attackers gained
unauthorized access to certain of our information technology systems and obtained personal information related to many
individunls and employees. We have continued to implement security enhancements since this incident and are supporting
federal law enforcement efforts to jdentify the responsible parties. For additional information about the cyber attack, see
Nole 13, “Commitments and Contingencies - Cyber Ateack Incident,” to our audited consolidated financial statements
included in Part II, Item 8 of this Annual Report on Form 1G-K

Also see Part 1, ltem 1A “Risk Factors” in this Annual Report on Form 10-K, for a discussion of the factors identified
above and other risk factors that could cause actual results to differ materially from those contained in forward-looking
statements made in this Annual Report an Form 10-K and presented elsewherc by management from time to time.

Execulive Summary

We are one of the largest health benefits companies in lerms of medical membership in the United Siates, serving 386
medical members through our affiliated health plans as of December 31, 2015, We are an independent licensce of the Blue
Cross and Blue Shield Associatian, or BCBSA, an associalion of independent health benefit plans. We serve our members as
the Blue Cross licenses for California and as the Blue Cross and Blue Shield, or BCBS, licenses for Colorade, Connecticut,
Georgia, Indiane, Kentucky, Maine, Missouri {(excluding 30 counties in the Kansas City area), Nevada, New Hampshire,
New York (as BCBS in 10 New York City metropolitan and surrounding countics, and as Blue Cross or BCBS in selected
upstate
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countics only), Ohio, Virginia (exciuding the Northemn Virginia suburbs of Washington, D C.) and Wisconsin. In a majority
of these service areas we do buginess os Anthem Blue Cross, Anthem Blue Cross and Blue Shield, Blus Cross and Blue
Shield of Georgia, and Empire Blue Cross Blue Shield, or Empire Bluc Cross (in our New York service areas). We also
conduct business through an arangement with another BCBS licensee in South Careling. We conduct business through cur
AMERIGROUP Corposation, or Amerigroup, subsidiary, in Florida, Georgia, Kansas, Louisiana, Maryland, Nevada, New
Jersey, New Mexico, New York, Tennessee, Texas, Washington und effective January 1, 2016, inlowa. In addition, we
conduct business through our recently acquired Simply Healtheare Holdings, inc., or Simply Healthcare, subsidiary in
Florida, We nlso serve customers throughout the country as HealthLink, UniCare {including o non-risk arrangement with
Massachusetts), and in certain Arizong, California, Nevada and Virginia markets through our CareMare Health Group, Inc.,
or CareMore, subsidiary. We are licensed to conduct insurance operations in all 50 states through our subsidinries,

In preparatien for the recent and ongoing changea to the U.S. health care system and 1o focus oh our core growth
opporunities across our Commercial and Specialty Business and Government Business scgments, we entered into a
definitive agreement in December 2013 to sell our 1-800 CONTACTS, Inc., or 1-800 CONTACTS, business to the private
cquity firm Thomas H. Lee Pariners, L.P. Cancurrently, we eniered into an asset purchase agreement with Luxottica Group
to sell our glasses.com related nssets. The divestitures were completed on January 31, 2014 The operating resulis for 1-800
CONTACTS are reported as discontinued operations within the consolidated stalements of income included in Part I, Item 8
of this Annual Repart on Form 10-K. These results were previously reported in the Commercial and Specialty Business
segeent. Unless otherwise specified, all financial information disclosed in this MD&A is from continuing operations, other
than net income, dituted sarnings per share and cash flows, In accordance with FASE guidance, we have elected to not
separately disclose net cash provided by or used in operating, investing, end finencing activities and the net eflect of those
cash flows on cash and cash equivalents for discontinued operations during the periods presented. For additional information
regarding these iransactions, see Note 3, “Business Acquisitions and Divestiture," to our audited consolidated financial
statements included in Part IL, Item 8 of this Annuai Report on Form 10-K.

Operating revenue for the year ended December 31, 2015 was $78,404 8, an increase of $5,383 1, or 7.4%, from the
year ended December 31, 2014 The increase in operating revenue wag primarily a result of higher premium revenue in our
Govemnment Business segment, and, to a lesser extent, increased administrative fees in both gur Commercial and Speciulty
Pusiness and Government Busincss segments. These increases were partially offset by lower premium revenue in our
Commercial and Specialty Business segment,

Net income for the year ended December 31, 2015 was $2,560.0, o decrease of $9.7, or 0.4%, from the year cnded
December 31, 2014 The decrease in net income was primarily due to Jower operating results in our Commercinl and
Specialty Business segment, highcr income taxes, a decrease in nct carnings from investmenl activities and increased interest
expense. The decrease in net income wes partially offset by an increase in the operating resvlts of our Government Business
segment and lower realized losses on the extinguishment of debt.

Our fully-diluted camings per share, or EPS, for the year cnded December 31, 2015 was $9 38, an increase of $0.39, or
4 3%, from the year ended Becember 31, 2014. Qur diluted shares for the year ended December 31, 2015 were 272.9, 8
decrense of 13.0, or 4,5% compared to the year ended December 31, 2014, The increase in EPS cesulted from the lower
number of shares outstanding in 2015 due to share buyback activity under our share repurchase program, partially offset by
the decrease in net income.,

Opcrating cash Now for the year ended December 31, 2015 was $4,116.0, or 1.6 times net income, Operating cash flow
for the year cnded Decernber 31, 2014 was $3,369.3, or | 3 times net income. The increase in operating cash flow from 2014
of $746.7 was primarily attributable to an increase in premium receipts 2 a result of rate increascs across aur businesses
designed 1o cover overall cost trends and the HIP Fee, and growth in membership, The increase in cash provided by
operuting activities was further aitributable to the receipt of the reinsurance recoveries payment related to the 2014 Health
Care Reform reinsurance premium stabilization program and payments made in 2014 that did not recur in 2015 for the
adjudication of claims relating to the New Yerk State contract conversion from our fully-insured Local Group business to a
self-funded ASO contract, The increase in cash provided by operating activitics was partislly offsct by an increase in claims
payments, primarily s o result of membership growth, an increase in income tax payments and an inctease in the annual HIP
Fee payment.
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Our results of operations discussed throughout this MD&A are determined in accordance with GAAP. We also calculate
operating gain, which is 2 non-GAAP measure, to further aid investors in understanding and analyzing our core operating
results and comparing them among periods. Operating goin is calculated as total aperating revenue less benefit expense, and
selling, gencral and administrative expense. We use this mensure as o basis for evaluating segment perfarmance, allocating
resources, seiting incentive compensation targets and forecasting future operating periods. This information is not intended
to be considered in isolation or bs a substitute for income before income tax expense, net income or EPS prepared in
nccordance with GAAP, and may not be comparable Lo simiatly titled measures reported by other companies, For additional
details on aperating gain, see our “Reportable Segments Results of Operations™ discussion included in this MD&A. Fora
reconciliation of reportable segment operaling gain to income from continuing operations before income tax expense, see
Note 19, "Segment Information,” to our audited consolidated financial statements included in Part IL, ltem 8 of this Annual
Report on Form 10-K.

We intend to expand through a combination of organic growth, strategic acquisitions, including the pending acquisition
of Cigna, and efficient use of capital in bath existing and new markets. Our growth strategy is designed to enable us to take
advantage of additional economies of scale as well as providing us access to new and evolving technologies and products. In
addition, we belicve geographic and product diversity reduces our exposure to locol or regional regulatory, economic and
competitive pressures and provides us with increased opportunities for growth While we have achieved strong growth as
tesult of strategic mergers and acquisitions, we have also achieved organic growth in our existing markets over time by
delivering excellent service, offering competitively priced products, providing necess to high quality provider networks and
effectively capitalizing on the brand strength of the Bluc Cross and Blue Shield names and marks.

Significant Transactions

While Health Care Reform has caused significant changes 1o the U.S health care system in recent years, the more
significant transactions that have occurred over the Iast three years that have impacted or will impact our capital structure or
that have or will influence how we conduct our business operations include:

+  Pending acquisition of Cigna expected to clese in the second half of 2016,
»  Acquisition of Simply Healthcare (2015),

+  Bonrd of Dircctors declaration of dividends on commeon stock (February 2016 and prior) and an increase in the
quarterly dividend 10 $0.6500 per share (February 2016); authorization for repurchases of our commen stock (2015
and prior); and debt repurchases and new debt issuance (2015 and prior); and

e Divestiture of 1-800 CONTACTS (2014).

For additiona! information regarding these transactions, see Note 3, “Business Acquisitions and Divestiture,” Nole 12,
"Debt* and Note 14, “Capital Stock,” to our audited consolidated financiel statements included in Part 1, Item 8 of this
Annual Report on Form 10-K

Membership

Our medical membership includes seven different customer types: Local Group, Individual, National Accounts,
BlueCard®, Medicare, Medicaid and FEP. BCBS-branded business generally refers to members in our service ercas licensed
by the BCBSA Non-BCBS-branded business refers to Amerigroup, CareMore and Simply Healthcare members as well as
HealthLink 2nd UniCare members predominantly outside of our BCBSA service arcas.

+  Local Group consists of those employer customers with less than 5% of eligible employees locaied outside of the
headquarter state, as well B3 customers with morc than 5% of eligible emplayees located outside of the headquarter
state with up to 5,000 eligible employees. In eddition, Local Group ineludes UniCare members and Employer
Group Medicare Advantage members, o retired members of Local Group accounts who have selected a Medicare
Advantage product. Local Group accounts are gencrally sold through brokers or consultants working with industry
specialists from our in-house sales force and are offered both on and off the public exchanges. Local Group
insurance premiums may be based on claims incurmed by the group or sold on o self-insured basis. The customer’s
buying decision is typically based upon the size and breadth of our networks, customer service, the quality of our
medical management services, the administrative cost included in our quoted price, our financial stability,
reputation
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and our ability to effectively service large complex accounts. Local Group accounted for 39 5%, 40 4% and 41.3%
of our medical members at December 31, 2015, 2014 and 2013, respectively.

Individual consists of individual customers under age 65 and their covered dependents, individua! policics are
generally sold through independent agents and brokers, retail partnerships, our in-house sales farce or vin the
Internet. Individual business is sold on & fully-insured basis. We offer on-exchange products through public
exchanges and off-exchange producis. Federal premium subsidies are available only for certain public exchange
Individual products. Individual customers are generally more sensitive to produet pricing and, toa lesser extent, the
configuration of the network, and the efficiency of administration. Customer tumover is generally higher with
Individual as compared to Local Group Individual business accounted for 4.3%, 4.8% and 4.9% of cur medical
members at December 31, 2015, 2014 and 2013, respectively.

National Accounts gencraily consist of multi-state employer groups primarily headquartered in an Anthem service
aren with at [east 5% of the eligible employees located outside of the headquaner state and with more than 5,000
eligible employees Some exceptions are allowed based on broker and consultant rclationships, Service area ia
defined as the geographic erea in which we are licensed to scll BCBS products. National Accounts are generally
sold through independent brokers or consultants retained by the customer working with our in-house sales force.
We belicve we have an edvantage when competing for very large Nationnl Accounts due to the size and breadth of
our nerworks and our ebility to access the nationsl provider networks of BCBS companics at their competitive local
market rates. In addition, Employer Group Medicare Advantage members related to National Accounts groups are
reported as part of National Accounts membership, The Employer Group Medicare Advantage members represent
less than 1 0% of National Accounts membership. National Accounts represented 19.1%, 19.1% and 19.0% of our
medical members at December 31, 2015, 2014 and 2013, respectively.

BlueCard® host customers represent carottees of Blue Cross end/or Blue Shield plans not owned by Anthem who
receive health care services in our BCBSA licensed markets. BlueCard® membership consists of estimated host
members using the national BlueCard® program. Host members are generally members who reside in or travel to a
stale in which an Anthem subsidiary is the Plue Cross and/or Blue Shield licensee and who are covered under an
empicyer-sponsored health pian issucd by a non-Anthem controlled BCBSA licensce {i.e., the “home plan”). We
perform certain administrative functions for BlueCard® members, for which we reccive administrative fees from the
BlucCard® members’ home plans, Other administcative functions, including maintenance of enrollment information
and customer service, are performed by the home plan. Host members are computed using, among other things, the
average number of BlueCard® claims received per month. BlueCard® host membership accounted for 14.0%, 14.1%
and 14.2% of our medical members at December 31, 2015, 2014 and 2013, respectively.

Medicare customers are Medicare-cligible individual members age 65 and over who have enrolled in Medicare
Advantage, 2 managed carc altemative for the Medicare program, who have purchased Medicare Supplement
benefit coverage, some disabled members under age 65, or members of all ages with End Stage Renal Disease. We
also include in the Medicare category members enrolled in our dual eligible Medicare-Medicaid Plans, or MMPs, in
the states where we participate. Medicare Supplement policies are sold to Medicare recipients es supplements to the
benefits they receive from the Medicars program. Rates are filed with und in some cases approved by state
insurance departments. Most of the premium for Medicare Advantage is paid directly by the federal government on
behalf of the participant who may also be charged a small premium. Medicare Supplement and Medicare Advantage
products are marketed in the same menner, primarily through independent agents and brokers. Medicare business
accounted for 3.7%, 3.7% and 4.0% of our medical members at December 31, 2015, 2014 and 2013, respectively.

Medicaid membership represents eligible members who receive health care benefits through publicty funded health
care programs, including Medicaid, TANF, SPD, LTSS, CHIP and Medicaid expansion programs. Total Medicaid
program business accounted for 15.3%, 13.8% and 12.3% of our medical members at December 31, 2015, 2014 and
2013, respectively.

FEP members consist of Uniled States government employees and their dependents within our geopraphic markets
through our participation in the national contract between the BCBSA and the U.S. OfTice of Persennel
Menagement FEP business accounted for 4.1%, 4 1% and 4.3% of our medical members at December 31, 20£5,
2014 and 2013, respectively
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In addition to reporting our medical membership by customer type, we report by funding amangement according to the
level of risk that we assume in the product contract. Our two principal funding arrangement categories are fully-insured and
seif-funded. Fully-insured preducts are products in which we indemnify our policyholders against costs for health benefits.
Self-funded products are offered to customers, gencrally larger employers, who elect to retain most or aft ef the finsncial risk
assaciated with their employees’ health care costs. Some self-funded customers choose to purchase stop loss coverage to
limit their retained risk.

The following teble presents our medical membership by customer type, funding armangement and reportable segment as
of December 31, 2015, 2014 and 2013, Also included below is other membership by product. The medical membership and
other membership presented are unaudited and in certain instances include estimates of the number of members represcnted
by each contract at the cnd of the period.

December 31 1018 ve, 2014 2084 va. 2013
In thousanedy} 208 1004 2013 Change % Change Change % Change
Medical Membership
Customer Type
Laocal Group 15241 15137 14725 104 0.7% 412 28%
Individual 1,675 1,793 1,755 (118) {(6.60% kH] 22%
National:
National Accounts 7355 7,155 &M 200 28% k7l 56%
BlueCard® 5407 5279 5,050 128 24% 229 45%
‘Total National 12,762 12,434 11,827 328 26% 607 51%
Medicare 1,439 1,404 1,441 35 25% an (2.6)%
Medicaid $914 5193 4378 121 139% 815 136%
FEP 1,568 1,538 1,527 30 20% 11 0.7%
Total Medical Membership by Customer
Type 38590 37,499 35653 1,100 29% 1,846 52%
Funding Arrangement
Self-Funded 23,666 22,800 20,294 B66 38% 2,506 123%
Fully-Insured 14933 146599 15359 234 16% (660) (4.3%
Total Medical Membetzhip by Furnding
Armangement 38,599 37499 35653 1,100 29% 1,846 52%
Reportable Segment
Commercial and Specialty Business 29,678 29,364 28,307 314 1.1% 1,057 371%
Government Business 8,921 8,135 7,346 786 97% 789 10,7 %
Total Medical Membership by Reportable
Segment 38,599 37499 35653 1,100 29% 1,846 52%
er Me i
Life and Disability Members 4849 4762 4819 87 1.8% 51 (1.2%
Dental Members 5206 4,995 4,895 21 42% 1006 20%
Dental Administration Members 5282 4918 4,886 364 14% 32 07%
Vision Members 5641 5096 4,74} 545 107% 353 14%
Medicare Advantage Part D Members 622 690 624 (68) (99 62 99%
Medicare Part D Standalone Membets 37 467 474 {96) (20.6)% O] {15%
.52
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December 31, 2015 Compared to December 3, 2014
Medical Mensbersi, il

During the year cnded December 31, 2015, total medical membership increased 1,100, or 2.9%, primarily due to
increases in our Medicaid, National Accounts, BlueCard® and Local Group membership, partialiy offset by decreases in our
Individual membership.

Self-funded medical membership increased 866, ot 3.8%, primarily due to increases in owr Local Group self-funded
accounts as a result of now sales and conversions of fully-insured contracis to self-funded administrative services enly, or
ASO, contracts, and growth in our National Accounts and BlueCard® membership,

Fully-insured membership increased 234, or 1.6%, primarily due to growth in our Medicaid and Medicare businesses
including membership acquired with the scquisition of Simply Healthcare, and increased sales in our Jndividual business
ACA-compliant on- and off-exchange product offerings These increases were partially offset by Local Group fully-insured
membership declines, largely driven by conversions of fully-insured contracts to self-funded ASO contmcts and our decision
10 exit the Georgia cmployer group Medicare product offering. The increase was further offset by attrition in our Individual
business non-ACA-compliant product offerings.

Local Group membership increased 104, or 0.7%, primarily due to increases in our self-funded accounts. The increase in
membership was partially offset by attrition in our Smalt Group line of business resulting from product mix chenges as
members moved into Health Core Reform product offerings and competitive pressures. The increase was further offset by
fully-insured membership declines resulting from our decision to exit the Georgin employer group Medicare product
offering.

Individual membership decreascd 118, or 6.6%, primarily due to attrition in non-ACA-compliant product offerings,
partially offset by increased sales in ACA-compliant on- and off-exchange product offerings.

National Accounts membership increased 200, or 2.8%, primarily due to new sales and in-group change.

BlueCard® membership increased 128, or 2.4%, prirnarily due to favorable membership activity at other BCBSA plans
whose members regide in or travel to our licensed areas,

Medicare membership incrensed 35, or 2 5%, primarily dus to membesship acquired through the acquisition of Simply
Healthcare and growth in our MMPs primarily due to commencement of operationa in new dual eligible markets.

Medicaid membership increased 721, or 13 9%, primarily due to commencement of operations in new markets including
membership acquired through the acquisition of Simply Healthcare, and growth through Health Care Reform expansions.

FEP membership increased 30, or 2.0%, primarily due to higher sales during open enrollment.

DOther Membership {in thousands)

Qur Other products are often ancillary 10 our health business and can therefore be impacted by corresponding changes in
our medica! membership.

Life and disability membership increased 87, or 1.8%, primarily dug to growth and higher sales in our Local Group
business.

Dental membership increased 241, or 4,2%, primarily due to new salcs and growth in our Local Group and Individual
businesses, partinlly ofTset by attrition in our off-exchange Local Group snd Individual business product afferings,

Dental edministration membership increased 364, or 7.4%, primarily due to the acquisition of o large managed dental
contract pursuant to which we provide dental administrative services.

Vision membership increased 545, or 10.7%, primarily due o increased sales and penctration in our Medicare business,
and growth in our Local Group, Nationel Accounts and Individuel businessss, These increases were partially offset by
aftrition in our off-exchange Local Group and Individual business product offerings.
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Medicare Advaniage Part D membership decrcased 68, or 9 9%, primarily duc to membership declines resulting from
our decision to ext the Georgia employer group Medicare product offering, partially offset by commencement of operations
in new dual eligible markets and membership acquired through the acquisition of Simply Healthcare.

Medicare Part D standalone membership decreased 96, or 20.6%, primarily due to our product repositioning strategies
and select sirategic actions in certain markets.

December 31, 2014 Compared to December 31, 2013
H it th |

During the year ended December 31, 2014, total medical membership increased 1,846, or 5.2%, primarily duc to
increases in our Mcdicaid, Local Group, National Accounts and BlueCard® membership.,

Self-funded medical membership increased 2,506, or 12.3%, primarily dug to increases in our Local Group self-funded
accounts including the New York State contract conversion from & fully-insured contract to a self-funded ASO contract and
the acquisition of 2 large state ASO contract, which both occurred in the first quarter of 2014, The increase was further
atiributable to growth in our National Accounts and BlueCard® membership.

Fully-insured membership decreased 660, or 4 3%, primarily due to the New York State contract conversion and Local
Group membership losses as a result of affordability challenges affecting healthcarc consumers. The decrease was partially
offset by prowth in our Medicaid business

Local Group membership increased 412, or 2.8%, primarily due to the acquisition of a large ASO state contract, This
increase was partially offset by fislly-insured membership declines sesulting frormn affordability challenges affecting
healthcare consumers,

Individual membership increased 38, or 2 2%, primarily due to public exchenge sales in the majority of our markets,
partially offset by off-exchange lapses.

Nationa! Accounts membership increased 378, or 5.6%, pramarily due to new sales and in-group change partially offset
by lepses.

BlueCard® membership increased 229, or 4.5%, primarily due to favorable membership activity at other BCBSA plans
whose members reside in or travel to our licensed areas

Medicare membership decreased 37, or 2.6%, primarily due to our preduct repositioning strategy toward HMO product
offerings and select service area reductions,

Medicaid membership increased 815, or 18 6%, primarily due to market expansiony and commencement of operations in
ncw markets,

FEP mcmbership increased 11, or 0 7%, primanily due to favorable open enroliment,

Othrer Mewtbership (in thousmds)

Our Other products are often ancillary to our health business and can therefore be impacted by correspending changes in
our medical membership.

Life and disability membership decreased 57, or 1.2%, primarily due to higher lapses and in-group change in our Local
Group and Individual businesses.

Dental membership increased 160, or 2,0%, primarily due to new sales and growth in our Local Group and National
Accounts businesses.

Dental administration membership increased 32, or §.7%, primarily due to membership expangion under current
contracts.
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Vision membership increased 353, or 7.4%, primerily due to strong sales and in-group change in our Local Group and
National Accounts businesses

Medicare Advantage Part D membership increased 62, or 9.9%, primarily due to the addition of a pew state contract,
partielly offset by decreases in various markets duc to our product repositioning strategy toward HMO product offerings and
select service arca reductions

Medicare Part D standalone membership decreased 7, or 1.5%, primarily due to competitive pressure in certain merkets

Cost of Care

The following discussion summarizes our eggregats underlying cost of care trends for the year ended December 31,
2015 for our Local Group fully-insured business only.

Our cost of care trends are calculated by comparing the year-over-year change in average per member per month claim
costs. While our cost of care trend varies by geographic location, based on underlying medical cost trends, we estimate that
our aggregate cost of care trend was in the lower hall of the 6.5% 10 7 5% range for the full year of 2015. We anticipate that
medical cost trends will be in the range of 7 0% to 7.5% in 2016

Medical utilization, including pharmacy utilization, has been lower then in previous years. Consistent with prior years,
provider rate increases were o primary driver of medical cost trends. We continually negotiate with hospitals snd physicians
to manage these cost irends. We commonly negotiate multi-year contracts with hospitals end physicians, minimizing anaual
fluctuations in medical cost trend. We remain committed to optimizing our reimbursement rates and strategies to help
address the cost pressures faced by employers and consumers. Unit cost increases were also a driver of pharmacy cost. High
cost Hepatitis C drug therapies also heve put upward pressure on pharmacy trend.

In response to cost trends, we continue to pursue contracting and plan design changes, promote and implement
performance-based contracts that reward clinical oulcomes and quality, and expand our disease management and advanced
care management programs. We are taking a leadership role in the arca of payment reform as evidenced by our Enhanced
Personal Health Care program. By establishing the primary care doctor as centrel to the coordinalion of & paticnt™s health
care needs, the initiative builds on the success of current patient-centercd medical home programs in helping to improve
patient care while lowering costs

A ntmber of clinical management initiatives are in place to help mitigate inpatient trend. Focused review efforts
continue in key areas, including targeting outlier facilitics for length of stay and readmission, and high risk matcmity and
neonalal intensive care unit cascs, among others, Additionally, we continue to refine our programs related to readmission
management, focused behavioral health readmission reduction and post-discharge foilow-up care.

Outpatical costs are a collection of different types of expenses, such as outpatient facilities, labs, x-rays, emergency
room, occupational and physical therapy and many athers. One example of the programs we have developed to mitigate
outpatient cosis is our Cancer Care Quality Program. This program, develuped in colleboration with our subsidiary, AIM
Specialty Health, identifies ccriain cancer treatment pathways selected based upen current medical evidence, peer-reviewed
published literature, consensus guidelines and our clinical policies to support oncologists in identifying cancer treatment
therapies that are highly effective and provide greater value.
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Consolidated Results of Operations
Our consolidated summarized resulis of operations for the years ended December 31, 2015, 2014 and 2013 are discussed

in the following section
Changs
Yesrs Ended December 31 2018 va. 2014 2004 v, 1013
2018 014 03 5 k] 3 %

Total operating revenue $ 1R404 8 5 TA02LT S 01914 553510 74% 32,8303 40%
Net investment income 6776 7244 659.1 (46.8) (6.5)% 65.3 9.9%
Net cealized gains on investments 157.5 1770 e 19.5y (110)% (49 (9%
Other-than-temporary impairment Jasses

on investmenis (33.4) (49.0) (78.9 (34.4) (70.2)% 49.9 50.5 %
Total revenues 79,156.5 73,8741 7,023.5 52824 12% 28506 40%
Benefit expense 61,1169 56,8549 56,237.1 4,262.0 15% 617.8 11%
Selling, general and administrative

expense 12,534 8 11,7484 99529 786.4 67% L7955 18.0%
Cther expense’ 4738 902.7 9931.3 (28.9) (3.2)% (90.6) (%1%
Totsl expenses 74,525.5 69,506.0 67,183.3 5,019.5 T2% 2327 35%
Income from cantinuing operations

before income tax expense 4,631.0 4,368.1 3,840.2 262.9 6.0% 52719 13.7%
Income: tax expense 2,071.0 1,808.0 1,205.9 263.0 143% 602.1 49.9%
Income fram continuing operations 2,560.0 2,560.1 2.634.3 (0.1) —% (74.2) (2.8)%
Income (los1) feom discontinued

operations, act of tax! —— 9.6 {144.6) {9.6) NM! 134.2 NM*
Net [ncome $ 23600 $ 25697 § 24897 § (9M) 04y S 80O 12%

P

Average tiluted shares outstanding 2729 2859 3018 {13.0) {4.5Y% (119 (5.97%
Dihtted not incoma (loss) per share:

Diluted - continuing operationa $ 938 § 896 § 867 S 042 47% § 029 3%
Diluted - discontinued operstions’ — 003 047) (0.03) NM? 0.50 NM™'
Diluted nict incotne per shara - 938 § BS99 § 820 $ 03 43% § 079 9.6 %

(200}
Benefit expense ratio’ #3,3% B31% 85.1% 20bp* bp’
Selling, general and administrative (190)
expense mtic* 16.0% 16.1% 14.2% (10)p’ bp'
Encome from continuing operations
before income taxea as a percentage of
total revenue 59% 59% 54% Obp’ Sobp?
Net income as a percentage of total
revenue 12% 3% 15% {30)bp’ Obp*

Certain of the following definitions aro nlso applicable to alt other results of operations tables in this discussion:

Includes interest expense, amogtization of other intangible assciy and gainloss on extinguishment of debt.

The vperating results of 1-800 CONTACTS are reported as discontinued operations as a result of the divestiure compleled on
January 31, 2014

3 Calculation not meaningflal.

4 Benefit expensc ratio represents benefit expense ma n percentage of premium revenue, Premiuma for the years ended December 31,
2015, 2014 and 2013 were $73,285.1, $68,389.8 and $66,119.1, respectively Premiuma are included in total operating revenue
presented shave.

bp = basis point; one hundred basis points = 1%,

6  Selling, gencral and administrative expense ratio represents selling, general and administrative expense as o percentage of total
opersung rovenue

b

w
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Year Ended December 31, 2015 Compared fo the Year Emded December 31, 2014

Total operating revenue increased $5,383.1, or 7.4%, to $78,404.8 in 2015, resulting primarily from higher premiums,
and, to a Jesser extent, increased ndménistrative fees. Higher premiums were mainly duc to membership incresses across our
Govemnment Business segment, inctuding membership obtained through the acquisition of Simply Healthcare, end rate
increases across our businesses designed to cover overall cost trends and the increase in the HIP Fee. The increase in
premiums was further attributable to membership increases in our ACA-compliant on- and off-exchange Individual business
preduct offerings and refinement of estimates associated with Medicare risk score revenue in the prior year. The increasc in
premiuma was offset, in part, by the fully-insured membership declines in our Local Group business, attrilion in non-ACA-
compliant individual busincss product offerings and revised estimates made to accruals for the Health Care Reform risk
adjustment premium stabilization program, including revised estimates of prior year accruals, The increase in administrative
fees primarily resulted from rate increascs and membership growth for self-funded members in our Local Group and
Nationel Accounts businesses.

Net investment income decreased $46.8, or 6.5%, to $677.6 in 2015, primarily due to lower income from alternative
investments, partially offset by higher investment yiclds on fixed maturity securitics.

Net realized gains on investments decreased $19 5, or 11 0%, 10 $157.5 in 2015, primarily due to an increase in et
realized losses on sales of fixed maturity securities, partially offset by an increase in net realized gnins on sales of equity
securities and settlements of derivative financial instruments.

Other-thun-temporery impairment losses on investments increased $34.4, or 70.2%, to $83.4 in 2015, primarily due to
an increase in impairment losses on equity and fixed maturity securities.

DBenefit expense increased $4,262.0, or 7.5%, to $61,116.9 in 2015, primarily due to an increase in overall cost trends
ncross our businesses, membership growth across our Government Business segment, including membership obtained
through the acquisition of Simply Healthcare, and membership growth in our ACA-compliant on- and off-cxchange
Individus! business product offerings. These increases were partially offset by the fully-insured membership declines in our
Locat Group business and non-ACA-compliant Individual business product offerings, as described above.

Our benefit expense ratio increascd 20 basis points to 83.3% in 2015, largely driven by changea in the mix of the
product portiolio, higher than expected medical costs in our Individual business, and adjustments triade 1 current and prior
year accruals related to the Health Care Reform risk adjustment premium stabilization program. These increases were
partially offset by improvement in our Loce! Group business and certain Mcdicare lines of business predominantly due to
improved medical cost performance. The increase in the atio was further offset by refinement of estimates associated with
Medicare risk score revenue in the prior year.

Selling, gencral and adminisirative expense increzsed $786.4, or 6,7%, to $12,534.8 in 2015. Qur sclling, general and
administrative expense rtio decreased 10 basis points to 16.0% in 2015, The increass in the expense wes primarily due to
increased associale costs to support our growth in membership. The increase in expenae was further duc to net increases in
Health Carc Reform Fees, primarily due o an increase in the HIP Fee of $314.2, and increased premium taxes as a result of
the growth in premiums. These increases were partially offset by a decrease in assessments related to the Health Care
Reform reinsurance premium stabilization program of $163.4. The decrease in the mtio was primarily due to the impact of
Medicaid membership growth in our Government Business scgment, which has a lower sclling, general and administrative
expense mtio than our consolidated average.

Other expense decreased $28.9, or 3.2%, to $873 8 in 2015, primerily due fo changes in gains and losses on the
extinguishment of debt. For the year ended December 31, 2015, we recognized net gains on extinguishment of debt of $9.3
compared to net Josses on extinguishment of debt of $81 .1 for the year ended December 31, 2014, The decrease in other
expense was partially offset by higher interest expense in 2015 driven by higher outstanding debt balances and the
amoartization of fees incurred for the obtamment of the bridge facility commitment letter and joinder agreement to partially
fund the pending acquisition of Cigna. The decrease in other expense was further offset by an increase in amortization of
intangible asscts, For additional informaticn related to our borrowings, see "Liquidity and Capital Resources,” below.

Income tax expense increased $263.0, or 14.5%, to $2,071.0 in 2015, The effective tax rates in 2015 and 2014 were
44.7% ond 41 4%, respectively. The increase in income tax expense wus primarily due to the increase of the non-tax
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deductible HIP Fee, increased income before income taxes and increased state tax expense as a result of an adverse
Califomia franchise tax ruling. The increase in the effective tex rate for 2015 was primarily due to the increase in the non-tax
deductible HIP fee and the state tax impact of the adverse Califomia franchise tax ruling.

Our net income as a percentage of tolal revenue decreased 30 basis points to 3,2% in 2015 as compared to 2014 as 2
result of al factors discussed above.

Year Ended December 31, 2014 Compared to the Year Ended December 31, 2013

Total operating revenue increased $2,830.3, or 4 0% to $73,021.7 in 2014, resulting primarily fram higher premiums
and, to a lesscr extent, increased admimistrative fees Higher premiums were mainly due to rate increescs across our
businesses designed to cover overall cost rends and new fees associated with Health Carc Reform, including HIP Fees
reimbursed by Medicaid state plans. The increase in premiums was further attributable to membership increases in our
Medicaid apd Individual businesses. The increase in premiums was offset, in part, by fully-insured membership declines in
our Eocal Group business as a result of the New York State contract conversion and affordability challenges affecting
healthcare consumers ‘The increase was further offset by higher experience rated refunds in our Medicaid business, and
lower premiums in our Medicare Advantage business primarily due to membership declines and a refinement of estimates
associated with Medicare risk score revenuc for prior years. The incrense in administrative fees primarily resulted from
membership growth in our Local Group business, including the New York State contract conversion and the ncquisition of a
farpe state ASO contract, which both oceurred in the first quarier of 2014, The increase in administrative fees was further
attributable to growth in our National Accounts business.

Net investment income increascd $65.3, or 9.9%, to $724.4 in 2014, primarily due 1o higher income from altemative
investments and higher investment yiclds

Net realized gains on investments decreased $94.9, or 34 9%, 10 §177.0 in 2014, primarily duc to a decrease in net
realized gains on sales of equity securities, partially offset by an increase in net realized gains on sates of fixed maturity
sceurities.

Other-than-tempotary impairment losses on investments decrensed $49.9, or 50.5%, to $49 0 in 2014, primasily due to a
decrease in impairment losses on certain joint venture investments and fixed maturity securitics.

Benefit expense increased $617.8, or 1.1%, to $56,854 9 in 2014, primarily due to benefit cost trends across our
businessas and membership growth in our Medicaid and Individual businesscs. The increase in benefit expense wes further
result of higher pharmacy costs primarily attributable to new high cost Hepatitis C drug therapies. Thesc increases were
partially offset by the fully-insured membership declines in our Local Group and Medicare Advantage busineases, as
described above. [n addition, the increase in benefit expense was offset, in part, by our estimate of reinsurance recoveries
relating to the Health Care Reform reinsusance premium stabilization program of $753.4 for 2014,

Our benefit expense ratio decreased 200 basis points to 83.1% in 2014, primarily due o rate incrcases across our
businesses designed 1o cover overall cost trends and new foes associated with Health Care Reform, including additional
premiums collected to help cover the non-tax deductible impact of the HIP Fee. The decrease was further attributable to
better than expected medical cost trends in our Medicaid business These improvements were partiafly offset by higher
phennacy costs primarily attributable to new high cost Hepatitis C drug therapies.

Selling, gencral and administeative expense increased $1,795.5, or 18.0%, to $11,748 4 in 2014, Qur selling, general and
administrative expense ratio increased 190 basis points to 16.1% in 2014, The increases in the expense and ratio were both
primarily due to new fees related to Henlth Care Reform that were effective January 1, 2014, including $893.3 for the HIP
Fee and $447 7 of assessments refated lo the Health Caro Reform reinsurance premium stabilization program

Other expense decreased $90.6, ar 9.1%, 10 $902.7 in 2014, primarily due fo lower losses reeognized on debt
extinguishment associated with the carly redemption and repurchase of outstanding senior unsecured notes. Dusing the years
ended December 31, 2014 and 2013, we recognized losses on cxtinguishinent of debt of $81 1 and $145.3, respectively The
decrease in other expense was further attriutable to reduced amortization of certain other intangible assets scquired in prior
years, For additional information related to our borrowings, see "Liquidity and Capital Resources,” helow,
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Income tax expense increased $602.1, or 49.9%, to $1,808 0 in 2014, The effective 1ax rates in 2014 and 2013 were
41.4% and 31.4%, respectively. The increase in income tax expense was primarily due 1o the non-tax deductible HIP Fee
effective for 2014 and increased income before income taxes. The 2013 expense and cffective tax rate were lower because
they inciude benefits resulting from a favorable tax election made subsequent to the Amerigroup acquisition and {rom
inchusion of Amerigroup in our stale apportionment factors calculation, which produces a lower state tax expense. The
increase in the effective tax mtc for 2014 was primerily due to the non-tax deductible HIP fee.

Our net income as a perceniage of total revenue was 3.5% in 2014 and 2013 as & result of all factors discussed above

Reporinble Segments Results of Operations

We usc operating guin lo eveluate the performence of our reportable segments, which are Commercial and Speciakty
Business, Government Business; and Other. Operating gain, which is a non-GAAP measure, is calculated ns tolal operating
revenue less benefit expense and seling, general and administrative expense, It does not include net investment income, net
realized gains/losses on investments, other-than-temporary impairment losses recognized in income, inlerest expense,
amortization af other intangible Bssets, loss on cxtinguishment of debt or income taxes, as theye items are managed in a
corporate shared service environment and are not the responsibility of operating segment management.

The discussion of segment results for the years ended December 31, 2015, 2014 and 2013 presented below ase based on
operating gain, as described above, end operating margin, which is calculuted as operating gain divided by operating
tevenue. Our definitions of operating gain and operating margin may not be comparable to similarly titled measures reported
by other companies. For edditional infermation, including a reconciliation of non-GAAP financial measures, see Not 19,
“Sepment Information,” to our audited consolidated financial statements included in Part 1, Item B of this Annual Report on
Form 10-K,

Our Commercial and Specialty Business, Government Business, and Other scgments’ summarized results of operations
for the years ended December 31, 2015, 2014 and 2013 arc o3 follows:

Change
Years Ended December 31 2015 va. 2014 2014 v1, 2013

b 2014 0m 5 % 1 Yo

Commercial snd Specialty
Bosiness

Operating revenus § 375708 § 39,1996 5 394042  §(1,628.8) 2% § (2046) (0.5)%
Operaling gain $ 28%40 $ 32609 $ 1764 5 (4065) (125)% § B4S 27%
Opersting mergin 7.6% 8.3% 8.1% (TBgap 20bp
Government Business
Cperating revenue $ 408130 $ 337964 § 30,7526 570166 208% $3,04338 99%
Operating gain S 1975 $ L1919 § B0 5 TB6G 66.0% § 379 41.2%
Opcrating margin 4.8% 1% 2.7% 130bp RObp
Other
Operating revenue' H 10 5 257§ M6 3 (47D (8% 3 (89  (25.1%
OCperting losy’ 5 (794) $ (344) § (19.0) § (450) 1308% §$ (154) 86.1%

1 Flyctustions not material,
2 Fluctustions are primarily a result of changes in unallocated corporate expenscs, The incresse in 2015 way primarily dus to
iransaction costs associated with our pending scquisition of Cigna,
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Year Ended December 31, 2015 Compared 1o the Year Ended December 31, 2014

Commertind and Specinlty Husin

Operating revenue decreased $1,628.8, or 4.2%, to $37,570.8 in 205, duc in part to fully-insured membership declines
in our Lerge Group business largely driven by the discontinustion of our Georgin employer group Medicare product offering.
The decrease in operating revenue was further attributable to etirition in our Small Group line of business resulting from both
product mix changes 8s members moved into Health Care Reform product offerings and competitive pressures Additionally,
operating revenue decreased ps a result of attrition in non-ACA-compliant Individual business product efferings and revised
estimates made to accruals for the Health Care Reform risk adjustment premium stabilization program, including revised
estimates of prior year accruals. These decreases were partially offset by premium rate increases in our Individual and Local
Group lines of business designed to caver overall cost trends and the increase in the HIP Fee. The decrease in operating
revenuc was further offset by membership growth in our ACA-compliant on- and off-exchange Individual business product
offerings and increased administrative fees. The increase in administrative fees was primarily attributable to membership
growth and mte increases for self-funded members in our Large Group and National Accounts businesses.

Opemting gain decreased $406.9, or 12.5%, to $2,854 0 in 2015, primarily due to higher than expected medical costs in
our Individual business, membership declines in our fully-insured Local Group and Individual lines of business and revised
estimates made 10 current and prior year accruals related to the Health Care Reform risk adjustment premium stabilization
propram. These decreases were pariiatly offsst by an increase in operating gain in our Local Group business primarily due to
improved medical cosi performence. The increase in operating gain was further offset by increases in setf-funded
merbership in our Local Group and National Accounts businesses.

The operating margin in 2015 was 7 6%, a 70 basis point decrease from 2014, primarily duc to the factors discussed in
the preceding two paragraphs.

Government Businesy

Operating revenue increased $7,016.6, or 20 8%, 1o $40,813.0 in 2015, The increase m operating revenue was primarily
due to increased premiums in our Medicaid business as & result of membership growth through commencement of operations
in new markets including membership obtained through the acquisition of Simply Healthcare, membership growth through
Health Care Reform expansiens and membership growth in existing markets. The increase in Medicaid premiums was
further due 1o rate increases designed to cover overall cost trends and the increase in the HIP Fee, The increase in operating
revenue was further ettributable to premium increases in our Medicare business g3 a result of rate increases designed to cover
overall cost trends, the acquisition of Simply Healthcare and refinement of estimates associated with Medicare risk score
revenue in the prior year. Finally, increased premiums in our FEP business primarily duc to increased benefit utilization
contributed to the increase in operating revenue.

Operating gain increased $786.6, or 66.0%, to $1,978.5 in 2015, primarily due to membership growth and improved
medical cost performance in certain markets in our Medicaid and Medicare business, and refinement of estimates associated
with Mcdicare risk score revenue jn the prior year that did not recur in the current year. The increase in operating gain was
further attnbutable to higher reimbursements for the tnon-tax deductible portion of the HIP Fee. These increases were
partially offset by higher administrative costs to support our growth in membership.

The operating margin in 2015 was 4.8%, & 130 basis point increase over 2014, primarily due le the factors discussed in
the preceding rwo paragraphs.

Year Ended December 31, 2014 Compared to the Year Ended December 31, 2013

Commereinl and Specially Business

Operating revenue decreased $204.6, or 0.5%, to $39,199 6 in 2014, primarily due to fully-msured membership declines
in our Local Group business resulting from the impact of the New York State contract conversion and affordability
challenges affecting healthcare consumcrs. These decreases were partially offset by premium rate increases in our Local
Group and Individual businesses designed to cover nverall cost trends and new (ees associaled with Health Care Reform, and
membership growth in our Individual business. The decrease in operating revenue was further offset by increased
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administrative fees primarily resulting from membership growth in our Local Group business, including the acquisition of 8
targe state ASO contract in the first quarter of 2014, ‘The increase in administrative fees was further altributable to growth in
our National Accounts business,

Operating gain increased $84 5, or 2.7%, to $3,260 9 in 2014, primarily as a result of improved performance in our
Individual business reflecting our public exchange strategy implementcd during the year, along with membership growth in
self-funded products. The increase in operating gain was further attributable to additional premiums collected to help cover
the non-tax deductible impact of the HIP Fee. These increases were partially offact by insured membership declines in our
Local Group business, continued costs incurved associnted with Llealth Care Reform market changes and higher pharmacy
costs primarily atiributable to new high cost Hepatitis C drug therapies.

The operating margin in 2014 was 8.3%, a 20 basis point ingrease over 2013, primarily due to the factors discussed in
the preceding two paragraphs.

Ve T K

Operating revenue increased $3,043.8, or 9.9%, 1o $33,796 4 in 2014, primarily duc to increased premiums in our
Medicuid and FEP businesses es a result of premium rate increases designed to cover overall cost trends and new fees
associated with Health Care Reform. The increase in operating revenue was furiher attributable to membership growth in our
Medicaid business and additional premiums collected 1 help cover the non-tax deductible impact of the HIP Fee. These
increases were pantially offset by higher expericnce rated refunds in our Medicaid business, lower premiums in our Medicare
businesses, primarily due to membership declines in our Medicare Advantage business, and a refincment of estimates
associated with Medicare risk score revenue for prior years.

Operating gain incrensed $347.9, or 41.2%, to $1,191 9 in 2014, primarily due to hetter than expected medical cost
trends and membership growth in owr Medicaid business. These increases were partially offset by higher pharmacy costs
primarily attributable to new high cost Hepatitis C drug thernpies, and a refinement of estimates associated with Medicare
risk $core revenue for prior years,

The operating mergin in 2014 was 3.5%, an 80 basis point increase over 2013, primurily duc to the factors discussed in
the preceding two paragraphs.

Critical Accounting Policies and Estimates

We prepare our consolidated finencizl statements in conformity with GAAP. Application of GAAP requires
management to make estimates and assumptions that affect the amounis reporied in our consolidated financial statements and
accompanying notes and within this MD&A. We consider our most important accounting policies that require significant
cstimates and management judgment to be those policies with respect to linbilities for medical cleims payable, income taxes,
goodwill and other intangible assets, investments and retirement benefits, which are discussed below. Our other significant
accounting policies are summarized in Note 2, “Basis of Presentation and Significant Accounting Policies,” to cur audited
consolidated financial statements included in Part I, tterm 8 of this Annual Report on Form L0-K.

We continually evaluate the accounting policies snd estimates used to prepare the consolidated financial statements. In
general, our cstimates are based on historical experience, evaluation of current trends, information from third party
profeasionals and various other essumptions that we belicve tn be reasonable under the known facts and circumstances.

Medical Claims Payable

The most subjective accounting estimate in our consolidated financial statements is our liability for medical claims
payeble At December 31, 2015, this lishility was 57,569 § and represented 19.6% of our total consolidated linbilitics. We
record this liability and the corresponding bencfit expense fur incurred but not paid claims, including the estimated costs of
processing such claims. Incured but not paid claims include (1) an estimate for claims that are incursed but not reported, og
well as claims reporied to us but not yet processed through our systems, which approximated 96 7%, or $7,317.0, of our total
tnedical claims liabitity as of December 31, 2015; and (2) claims reported to us and processed through our systems but not
yet paid, which approximated 3.3%, or $252 8, of the total medical claims payable as of Becember 31, 2015, The level of
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claims payable processed through our systems but not yet paid may fluctuate from onc periad end to the next, from
approximately 1% to 5% of our total medical claims liability, duc to timing of when claim payments are made.

Liabilities for both claims incurred but not reported and reparted but not yet processed through our systems are
determined in aggregaic, employing actuarial methods that are commonly used by health insurance actuorics and meet
Actuariai Standards of Practice. Actuarial Standards of Practice require that the claim liabilities be appropriate under
moderately adverse circumstances. We determine the amount of the liability for incurred but not paid claims by following a
detailed actunrial process that entails using both histarical clnim payment pattemns as well as emerging medical cost trends to
project our best estimate of claim linbilities. Under this process, historical paid claims data is formatted into “claim
triangles,” which compare claim incutred dates (o the dates of claim payments. This informmation is anatyzed to create
“completion factors” that represent the average percentage of total incurred claims that have been paid through a given date
after being incurred. Completion factors are applied to cluims paid through the period end date to estimate the ultimate claim
expense incurred for the period. Actuarial estimates of incurred but riot paid claim liabilities are then determined by
subtracting the actual paid claims from the estimate of the witimate incurred claims.

For the most recent incurred months (typically the most recent two moniths), the percentage of claims paid for claims
incurred in those months is generally low This makes the completion factor methodology less relisble for such months
Thesefare, incurred claims for recent months are not projected from historical completion and payment pattems; rather they
gre projected by estimating the claims expense for thase months based on recent claims expense levels and health care trend
levels, ar “trend factors.”

Because the reserve methodelogy is based upon historical information, it must be adjusted for knawn or suspecied
operational and environmenta! changes. These adjustments are made by our actuarics based on their knowledge and their
estimate of emerging impects to benefit costs and payment speed. Circumstances to be considered in developing our best
cstimate of reserves include changes in utitization levels, unit costs, mix of business, benefit plan designs, provider
reimbursement levels, processing system conversians and changes, claim taventory levels, claim processing pattens, claim
submission pattems and operationat changes resuliing from business combinations. A comparison of prior period liabilitics
10 re-estimated claim liabilities based on subsequent claims development is also considered in making the linbility
determination. In our comparison of prior year, the methods and assumptions arc not changed as reserves are recatculated,
rather the availability of edditional paid claims information drives our changes in the re-estimate of the unpaid claim
liability. To the extent appropriate, changes in such development are recorded as a change to current period bencfit expense.

We regularly review end set assumptions regarding cost trends and utilization when inutially cstablishing claim
liabsilities. We continually monitor and adjust the claims tiability and benefit expense based on subsequent paid claims
activity, IT it is determined that our assumptions regarding cost trends and utilization are significantly different than actual
results, our income stalement and financial position could be impacted in future periods. Adjustments of prior year estimates
may result in additional benefit expense or n reduction of benefit expense in the period an adjustment is made. Further, due
to the considerable variability of health care costs, adjustments to claim liabilitics occur each period and are sometimes
significant 2s compared to the net income recorded in that period. Prior period development i recognized immediately upon
the actuary’s judgment that a portion of the prior period liability is no longer necded or that an additional liebility should
have been accrued, That determingtion is made when sufficient information is available to nscertain that the re-estimate of
the liability is reasonable.

While there are many factors that are used es a part of the estimation of our medical claims payable lability, the two key
assumptions having the most significant impact on our incurred but not paid claims liability as of December 31, 2015 were
the completion and trend factors. As discussed above, these two key assumptions can be influenced by other operational
variables including system changes, provider submission patterns and business combinations,

There is varintion it the reasonable choice of completion factors by duration for durations of three months through
twelve months whiere the completion factors have the most significant impacL As previously discussed, completion facters
tend to be less reliable for the most recent months ond therefore are not specifically utilized for months one and two. In our
snalysis for the claimTiabilitics at December 31, 2015, the variability in months three to five was estimated to be between 40
and 90 basis points, while months six through twelve have much lower variability ranging from 0 to 30 basis points.

The difference in completion factor assumptions, assuming moderately ndverse experienice, resulls in veriability of 2%,
or approximately $168.0, in the December 31, 2015 incurred but not paid claims liability, depending on the completion
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factors chosen, It is impartant to note that the completion factor methodology inherently assumes that historical completion
tates will be reflective of the current period, However, it is possible that the actual completion rates for the curment period
will develop differently from historical patterns and therefore could fafl outside the possible variations described herein.

The other major assumption used in the establishment of the December 31, 2015 incurred but not paid claim liability
was the trend factors. In our analysis for the period ended December 31, 2015, there was a 330 basis point differentiat in the
high and low trend factors assuming moderately adverse experience. This range of trend factors would imply variability of
4%, or approximately $337.0, in the incurred but not paid claims liability, depending upon the trend factors used. Becauss
historical trend factors are ofien not representative of current claim trends, the trend experience for the most recent six 1o
nine months, pus knowledge of recent events likely affecting current trends, have been taken into consideration in
establishing the incurred but not paid ctaims liability at December 31, 2015,

See Note | 1, “Medical Claims Payable,” to our audited consolidated financial statements included in Part (1, ftem 8 of
this Annual Report on Form 10-K, for a reconciliation of the beginning and ending balance for medica! claims payable for
the years ended December 31, 2015, 2014 and 2013, Components of the total incurred claims for each year include amounts
acerued for current year estimated claims expense es well as adjustments ta prior year cstimated accruals. In Note 11,
“Medical Claims Payable,” the line labeled “Net incurred medical claims: Prior years redundancies™ accounts for these
adjustments made to prior ycar cstimates, The impact of any reduction of “Net incurred medical claims: Prior yeary
redundancies” may be offset as we establish the estimate of “Net incurred medical cloims: Current year.” Our reserving
practice is to consistently recognize the actuarial best estimate of our ultimate linbility for our claims. When we recognize 2
release of the redundancy, we disclose the amount that is not in the ordinary course of business, if material.

The ratio of current year medical claims paid as a perceat of current year net medical claims incurved was 89.1% for
2015, 89.4% for 2014 and 89.3% for 2013 The decrease in this ratio for 2015 reflects slower claims processing that eccurred
over the most recent year

‘We calculate the percentage of prior years' redundancies in the cucrent year as & percent of prior years' net incurred
claims payable less prior years’ redundancies in the current year in order to demonstrate the devclopment of the prior years®
reserves, This metric was 15.1% for the yeor ended December 31, 2015, 9 7% for the year ended December 31, 2014 and
10 8% for the year ended December 31, 2013, The year ended December 31, 2015 metric reflects a slightly higher level of
conservatism compared to the targeted prior year reserve for adverse deviation and a resultant higher level of prior years'
redundancies than the years ended December 31, 2014 and 2013,

We calculate the percentage of prior years' redundancies in the current period as o percent of prior years' net incurred
medical claims to indicate the percentage of redundancy included in the preceding year calculation of current year nct
incurred medical claims. We believe this calculation supports the reasonableness of our prior year estimate of incurred
medical claims and the consistency in our methodology. For the year ended December 31, 2015, this metric was 1.4%, which
was calculnted using the redundancy of $800.2. This metric was 1.0% for 2014 and 1.3% for 2013,

The following table shows the variance between total net incurred medical claims as reported in Note 11, “Medical
Claims Payable,” to our audited consolidated financial statements included in Part IT, liem 8 of this Annual Report on Form
19-K, for cach of 2014 end 2013 and the incurved claims for such years had it been determined retrospectively (compuied as
the difference between “net incurred medical claims — current year™ for the year shown and *net incurred medical claims -
prior years redundancies” for the immediately following year)

Years Ended December 31

2014 3
Total net incurred medical ciaims, as reported $ 557639 § 552952
Retrospective basis, as described above 55,5056 55,3524
Variance s 2583 § (57.2)
Variance t¢ total net incurred medical claims, as reported 05% {0.1%

Given that our business is primarily short tailed (which means that medical claims are generally paid within twelve
months of the member receiving service from the provider), the variance to total net incurred medical ciaims, as reported

-63.




00065

10-K Page 65 of 163

above, is used to assess the reasonablencss of our estimate of ultimate incurred medical claims for & given calendar year with
the benefit of one year of expericnee. We expect that substantiolly all of the development of the 2015 estimate of medical
claims payable will be known during 2016.

The 2014 variance to total net incurred medical claims, as reported of 0 5% was greater in absolute valug than the 2013
percentage of (0.1)%. The higher 2014 variance was driven by a higher leve! of prior year redundancies in 2015 associated
with 2014 claim payments. Prior year redundancies in 2013 associated with 2012 claim payments were lower by comparison,
thus creating a lower 2013 variance

Income Taxes

We account for income taxes in accordance with FASB guidance, which requires, among other things, the separate
recagnition of deferred tax essets and deferred tax liabilities. Such deferred tax assets and deferred tax linbilities represent
the tox effect of temporary difTerences between financial reperting and tax reporting measured at tax rates enncled at the time
the deferred tax asset of liability is recorded. A valuation allowance must be established for deferred tax assets if it is “more
likely than not” that all or a portion may be unrealized. Our judgment is required in determining an appropriate valuation
allowance,

At each financial reporting date, we assess the adequacy of the valuation allowance by evaluating each of our deferred
tux assets based on the following:

+  the types of temporary differences that created the deferred 1ax asset;

«  the amount of taxcs paid in prior periods and available for a camry-back claim;

+  the forecasted future taxable income, and therefore, likely future deduction of the deferred tax item; and
+  any significant other issues impacting the Jikely realization of the benefit of the temporary differences.

We, like other companies, frequently face challenges from tax authorities regarding the amount of taxes due. These
challenges include questions regarding the timing and amount of deductions that we have taken on our tax retums. In
cvaluating any additional tax linbility associated with vorious positions taken in our tax return filings, we record additional
liabilities for potential adverse tax outcomes. Based on our evaluation of our tax positions, we believe we have appropriately
acerued for uncertain tax benufits, as required by the guidance. To the extent we prevail in matters we have accrued for, our
future effective tax rate would be reduced and net income would increase. If we are required to pay more than accrued, our
future effective tax rate would incresse and net income would decreese, Qur effective tax rale and net income in any given
future peried could be materially impacted

In the otdinary course of business, we are regularly audited by federal and other tax authosities, 2nd from time (o time,
these audits result in proposed assessments. We believe our tax positions comply with applicable tax law and we intend to
defend our positions vigorously through the federal, state and local appeals processes. We believe we have adequately
provided for any reasonable foreseeable outcome related to these matters. Accordingly, although their ultimate resolution
way require edditional tax payments, we do not anticipate any material impact on our results of operations from these
matters.

For edditional information, sce Note 7, “Income Taxes,” to our audited consolidated financisl statements included in
Part {1, Item 8 of this Annua! Report on Form 10-K

Goodwlit and Other Intanglble Assets

Qur consolidated goodwill at December 31, 2015 was 517,562 2 and other intangible assets were $8,158.0, The sum of
goodwill and other intangible assets represented 41 7% of our total consolidated assets and 111.6% of our consolidated
shareholders’ equity at December 31, 2015,

We [ollow FASB guidance for business combinations and goodwill and other intangible assets, which specifics the types
of acquired intangible assets that are required to be recognized and reported separately from goodwill. Under the guidance,
goodwill and other intangible essets (with indefinite lives) are not amortized but are tesied for impaimment at least annually.
Furthermore, goedwill and other intangible asscts are allocated to reparting units for purposes of the annual impairment test.
Qur impairment tests require us to make assumptions and judgments regarding the estimated fair value of our reporting units,
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which include goodwill and other intangible assets. In addition, cestain other intangible assets with indefinite lives, such as
tredemarks, are also tested separately

We complete our annual impairment tests of existing gondwill and other intangible assets with indefinit lives during the
fourth querter of each ycar. These tests involve the use of estimates related 1o the fair value of goodwill at the reponting unit
Jevel and other intangible assets with indefinile lives, and require a significant degree of manogement judgment and the use
of subjective assumptions. Certain interim impairment tests arc also performed when potential impairment indicators exist or
changes in our business or other triggering cvents occur.

Fair value is estimated using the income and market approaches for goodwill at the reporting unit level and the income
spproach for our indefinite lived intangible assets, Use of the income and market approaches for our goodwill impairment
test reflects our view that both valuation methodologies provide a reasonable estimate of fair vatue, The income approach is
developed using assumptions about future revenue, expenses and net income derived from our intermal planning process.
These estimated future cash flows are then discounted. Qur assumed discount rate is based on our industry's weighted-
average cost of cupital Market valuations are based on observed multiples of centain measures including membership,
revenue and EBITDA (camings before interest, taxes, deprecistion and amortization) and include market comparisons o
publicly traded companies in our industry.

We did not incur any impairment losses as a result of our 2015 annual impairment tests as the estimated fair values of
our reporting units were substantially in excess of the camrying values as of December 31, 2015 Additionally, we do not
believe that the cstimated fair values of our reporting units ate at risk of becoming impaired in the next twelve months.
However, as a result of certain provisions of Heatth Care Reform, atong with current economic conditions, we have
experienced lower operating margins in ceriain lines of business. Those margins could become further compressed if results
from implementation of Health Care Refonm are significantly different than anticipated. As a result, the cstimated fair values
of cerinin of our reporting units with goodwill could fall below their carrying values in future periods and if' that were to
occur, we would be required to record impairment losses ot that time.

While we believe we have appropriately allocated the purchase price of our acquisitions, this allocation requires many
assumptions to be made regording the fair vatue of assets and liabilities acquired. In addition, estimated fair values developed
based on our assumptions and judgments might be significantly different if other reasonable assumptions and estimates were
to be used, IT cstimated fair values are less than the carrying velues of goodwill and other intangibles with indefinite lives in
future onnua! impainnent tests, or if significant impainment indicators are noted relative to other intengible esscts subject to
amoriization, we may be required 1o record impairment losses againat [uture incoime.

For additional information, see Note 3, *Busincss Acquisitions and Divestiture® and Note 9, “Goodwill and Other
Intangible Assets,” to our audited copsolidated financial statements included in Part I1, Item 8 of this Annua! Report on Form
10-K.

Investinents

Current and long-term available-for-sale investment securities were $18,951.0 at December 31, 2015 and represented
30.7% of our total consolidated assets at Decemnber 31, 2015, We classify fixed maturily and equity securities in our
investment portfolio as “available-for-sale” or “trading™ and report those securities at fair value, Certain fixed maturity
securities are aveilable to suppost current operations and, eccordingly, we classify such investments as current assets without
regard to their controctual maturity. Investments used to satisfy contractusl, regulatory or other requirements are classified as
long-term, without regard to contractual maturity.

We review investment securities to determine if declines in fair value below cost are other-than-tcmporary, This review
is subjective and requircs a high degree of judgment. We conduct this review on a quarterly basis, using both qualitative and
quantitative factors, to determine whether a decling in value is other-than-temporary. Such factors considered include the
length of time and the extent to which a security’s market value has been less than its cost, the reasons for the decline in
value (i e, credit event compared to liquidity, general credit spread widening, currency exchange rote or interest rate factors),
financial condition and near tetm prospects of the issuer, including the credit ratings and changes in the credit ratings of the
issuer, recommendations of investment advisors, and forecasts of economic, market or industry trends. In addition, for equity
securities, we determine whether we have the intent and ability to hold the sccurity for & period of time to allow fora
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recovery of its fair value above is carrying amount. 1f any declines of equity securities arc determined to be other-than-
temporary, we charge the losses to income when that determination is made.

Certain FASBE other-than-temporary impairment, of OTTI, guidance applies to fixed maturity sccurities and provides
guidance on the recognition, presentation of, and disclosures for OTTIs. 1 2 fixed maturity security is in an unrealized loss
position and we have the intent to sell the fixed maturity security, or it is more likely than not that we will have to scll the
fixed maturity security before recovery of its amortized cost basis, the decline in valug is dsemed to be other-than-temporaty
and is presented within ihe Other-than-temparary impairment losses recognized in income line item on our consolidated
statements of income. For impaired fixed muturity securitics that we do not intend to sell or it is more likely than not that we
will nat have to sell such securities, but we expect that we will not fully recover the emortized cost basis, the credit
component of the OTTI is presented within the Other-than-temporary impairment losses recognized in income line item on
aur consolidated statements of income and the non-credit component of the OTTI is recognized in other comprehensive
income Furthenmore, unrealized losses entirely caused by non-credit related factors related o fixed maturity sccurities for
which we expect to fully recover the amortized cost basis continue to be recognized in accurnulated other comprehensive
income.

The credit component of an QTTE is determined primarily by comparing the net present value of projected future cash
flows with the amortized cost basis of the fixed maturity security. The net present value is calculated by discounting our best
cstimate of projected future cash fMlows at the effective interest rate implicit in the fixed maturity security at the date of
acquisition. For mortgage-backed and asset-backed securitics, cash flow estimates are based on assumptions regarding the
underlying eollnteral including prepayment speeds, vintage, type of underlying asset, geographic concentrations, default
rates, recoveries and changes in value. Far all other debt securitics, cash flow estimates are driven by assumptions regarding
probability of default, including changes in credit ratings, and estimates regarding timing and amount of recoveries
zssociated with a default,

We have a committee of accounting and investment associates and munagement that is responsible for managing the
impairment review process. The current economic environment and volatility of sccuritics markets increase the difficulty of
pssessing investment impairment and the same influences tend to increase the risk of potential impairment of these assets,

We believe we have adequately reviewed our investment securities for impairment and that our investment scourities are
carried at fair value. However, uver time, the economic and market envitonment may provide additional insight regarding the
fair value of certain securities, which could change our judgment regarding impairment. This could result in olher-than-
temporary impairment losses on investments being charged against future income. Given the current market conditions and
the sigaificant judgments involved, there is continuing risk that further declines in fair value may occur and additional,
material other-than-temporary impairment losses on investments may be recorded in futurc periods.

In addition to availuble-for-sale investment securities, we held additional long-term investmems of $2,041 1, or 3 3% of
total consolidated assets, ot December 31, 2015, These long-term investments consisted primarily of certain other equity
investments, cash surrender value of corporate-owned life insurance policics and real estate. Du fo their less liquid nature,
these investments are classificd as long-tenm.

Through our investing activities, we are exposed to financin! market risks, including those resulting from changes in
interest rates rnd changes in equity market valuations. We manage the market risks through our investment policy, which
cstablishes credit quality limits and timits on investments in individual jssuers. Ineffective management of these risks could
have an impact on our future eamings and financial position. Our investment portfolio includes fixcd maturity securities with
n fair value of $17,478.2 at December 31, 201 5. The weighted-average credit rating of these securities was “A”™ as of’
December 31, 2015. Included in this balance are investments in fixed maturity securities of states, municipalities and
political subdivisions, mortgage-backed securitics, and corporate securities of $1,483.5, $3.2 and $0.3, respectively, that are
gunranteed by third parties. With the exception of twenty-aeven securities with a fair value of $11 5, these securities are all
investment-grade and corry a weighted-average credit rating of “*AA” as of December 31, 2015, The securities are
guaranteed by a number of different guaraniors and we do not have any significant expesure to any single guarantor (neither
indirect through the guarantecs, nor direct through investment in the guarantor). Further, due to the high underlying credil
rating of the issucrs, the weighted-average credit rating of these securities without e guarantee was “AA”™ as of Becember 31,
2015 for the securities for which such information is available.
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At December 31, 2015, we owned $777.2 of encrgy sector fixed maturity securities out of a total available-for-sale
investment portfolio of $18,951 0, These energy sector securities had accumulated nei unrealized losses of $172.0 and have
the potential for material future credit Joss impairments if oil and natural gas prices stay at current levels or are further
suppressed.

Fair values of available-for-sale fixed maturity and equity sccuritics are based on quoted market prices, where available
These fair values are obtained primarily from third party pricing services, which generally use Level 1or Level iF inputs for
the determination of fair value in accordance with FASB guidance for fair value measurements and disclosures, We have
canlrols in place to review the pricing services’ qualifications and procedures used to determine fair values. Tn addition, we
periodically review the pricing services’ pricing methodologies, data sources and pricing inputs to ensure the fair values
obtained are reasonable.

We obtain only one quoted price for each security from the pricing services, which are derived through recently reported
trades for identical or similar securities making adjustments through the reporting date based upon available market
observable information. For securities not actively traded, the pricing services may use quoted market prices of comparable
instruments or discounted cash flow analyscs, incorporating inputs that are currently observable in the markets for similar
securities. Inputs that are often uscd in the valuation methodologies include, but are not limited to, broker quotes, benchmark
yiclds, credit spreads, defauit rates and prepayment specds, As we are responsible for the determination of fair value, we
perform monthly analysis on the prices received from the pricing services to determine whether the prices are reasonable
estimaies of faic value. Our analysis includes a review of month-to-month price fluctuations. If unusval fluctuations sre nated
in this review, we may obtain additional information from other pricing scrvices to validate the quoted price. There were no
adjustments to quoted market prices obtained from the pricing services during the years ended December 31, 2015 and 2014.

In certain circumstances, it may not be possible to derive pricing model inputs from observable market activity, and
therefore, such inputs are estimated intemally. Such securities are designated Level [ in accordance with FASB guidance.
Securitics designated Level 11T at December 31, 2015 totaled $315.8 and represented approximately 1.5% of our otal assets
measured at fair valuc on a recurring basis. Our Level 111 securitics primarily consisted of cerlain corporate securities, equity
securities and structured securities for which observable inputs were not always available and the fair values of these
securities were estimated using intemal estimates for inputs inctuding, but not fimited to, prepayment speeds, credit spreads,
defanlt rates and benchmark yields.

For addiional information, see Part [1, ltem 7A “Quantitative and Qualitative Disclosures about Market Risk”, and Past
11, Item B, Note 2, “Basis of Prescntation and Significant Accounting Policies,” Note 4, “Investments,” and Note 6, “Fair
Value,” to our audited consalidated financial statements included in this Annual Report on Form 10-K.

Retirement Benefits
Pens| ne

We sponsor defined benefit pension plans for some of our employees. These plans are accounted for in accordance with
FASB guidance for retirement benefits, which requires that amounts recognized in financial statements be determined on an
nctuarial basis. As permitied by the guidance, we calculate the value of plan assets as described below. Futther, the
difference between our expected rate of return and the actual performance of plan asscts, as well a3 certnin changes in
pension liabilities, are amortized over future periods,

An important factor in determining our pension expense is the assumption for expected long-term return on plan assets.
As of our December 31, 2015 measurement date, we selected a weighted-average long-term rate of return on plan assets of
7.84%. We use a total portfolio return analysis in the development of our assumption. Factors such as past market
performance, the long-lerm relationship between fixed maturity and equity securities, interest mtes, inflation and asset
allocations are considered in the assumption, The assumption includes an estimate of 1he additional retum expected from
active management of the investment portfolio. Peer data and an average of historical returns are also reviewed for
appropriateness of the selected assumption, We belicve our assumption of future retumns is reasonable. However, if we lower
our expected long-term return an plan assets, fisture contributions to the pengion plan and pension expense would likely
increase,
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This assutned long-term rate of retumn on assets is applied to a calculuted value of plan assets, which recognizes changes
in the fair value of plan nssets in a systematic manner over tbree ycars, producing the expected retutn on plan assets that is
inctuded in the determination of pension cxpense, We apply a cerridor approach to amortize unrecognized actuarial gnins or
lasses, Under this approach, only sccumulated net actuaria] gains of losscs in cxcess of 10% af the greater of the projected
benefit obligation or the fair value of plan assets are amortized over the average remaining service or lifetime of the
workforce as a component of pension cipense. The net deferral of past asset gains or losses affects the calculated value of
plan asscts and, uttimately, future pension expense.

The discount rate reflects the current rate at which the pension linbilities could be effectively settied at the end of the
year based on our most recent measurcment date. At the December 31, 2015 measurement date, the selected weighted-
average discount rate was 3.92%, compared to 3 66% ot the December 31, 2014 measurement date. We developed this rate
using o yield curve approach. Using yields available on high-quality fixed maturity securities with various maturity dates, the
yield curve approach provides o “customized” rate, which is meant to match the expected cash {lows of our specific benefit
plans. The net effect of changes in the discount rate, as well bs the net effect of other changes in sctuarial assumptions and
experience, have been deferred and amortized as a companent of pension expenss in accordance with FASB guidonce.

In managing the plan assews, our objective is 10 be a responsible fiduciary while minimizing financial risk. Plan assets
include a diversified mix of investment grade {ixed maturity securities, cquity securities and alternative investments across a
range of seciors and levels of capitalization to maximize the long-term retum for a prudent level ol risk. In addition to
producing a reasonable return, the investment strategy seeks to minimize the volatility in our expense and cash flow.

Other Postretieement Benefits

We provide most associates with certain medical, vision and dental benefits upon reticement. We use various actuarial
assumptions, including a discount rate and the expected trend in health care costs, to estimate the costs and benefit
obligations for our retirce benefits,

At our December 31, 2015 measurement date, the selected discount rote for ail plans was 4.01%, compared to a discount
rate of 3.74% ol the December 31, 2014 measurement date. We developed this rate using 2 yicld curve npproach as described
above

The ussumed health care cost trend rotes used to measure the cxpected cost of pre-Medicare (those who are not cusently
cligible for Medicarc benefits) other benefits at our December 31, 2015 measurement date was 8.00% for 2016 witha
gradual decline to 4.50% by the year 2028, The assumed health care cost trend rates used to measure the expected cost of
post-Medicare (those who are curently eligible for Medicare benefits) other benefits at our December 31, 2015 measurement
date was 5.75% for 2016 with a gradual decline 10 4.50% by the year 2021 These estimated trend rates are subject to change
in the future. The health care cost isend ratc assumption has a significant effect on the amounts reporied, For example, an
increase in the assumed health care cost trend rate of one percentage point would increase the postretirement benefit
obligation as of December 31, 2015 by $45 0 and would increase service and interest costs by $2.2. Conversely, a decrease
in the assumcd health care cost trend rate of one percentage point would decrease the postretirement benefit obligation by
$38.3 a3 of December 31, 2015 and would decrease service and interest costs by $1.8.

For additional information regarding our retirement benefits, see Note 10, “Retirement Benefits,” to our audited
consolidated financial statements included in Part 11, Jtem 8 of this Annual Report on Form 10-K.

New Acconnting Pronouncements

For information regarding new accounting pronouncements that were issued or became effective during the year ended
December 31, 2015 that had, or are expected to have a material impact on our financial position, results of operations or
financial statement disclosures, see the “Recently Adopied Accounting Guidance” and “Recent Accounting Guidance Not Yet
Adopied” sections of Notc 2, “Basis of Presentation and Significant Accounting Policies™ to our audited consolidated
financinl statements included in Part 11, Item 8 of this Annual Report on Form 10-K.
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Liquidity and Capital Resources
Iniroduction

Our cash receipts result primarily from premiums, administrative fees, investment income, other revenue, proceeds from
the sale or maturity of our investment sceurities, proceeds from borrowings, and proceeds from the issuance of common
stock under our employee stock plens. Cash disbursements result mainly from claims payments, adminisirative cxpenses,
taxes, purchases of investment securities, interest expense, payments on barrowings, acquisitions, capital expenditures,
sepurchases of our debt securities and common stock and the payment af cash dividends. Cosh outflows fluctuate with the
amount and timing of settlement of these transactions. Any future decline in our profitability would likely have an
unfavorable impact on our Yiquidity.

We manage our cash, investments and capital structure so we are able to meet the short and long-lerm obligations of our
business while maintaining financial fexibility and tiquidity. We forecast, analyze and monitor our cash flows to enable
investment and financing within the overall constraints of our financial srategy

A substantial portion of the assets held by our regulated subsidinries are in the form of cash and cash equivalents and
investments Afier considering expected cash flows from opernting activities, we generally invest cash that exceeds our near
term obligations in longer term marketable fixed maturity securitics to improve our overall investment income retums. Our
invesiment strategy is to make investments consistent with insurance statutes and other regulatory requirements, while
preserving our asset base. Our investments are generally available-for-sale to meet liquidity and other nceds. Our subsidiarics
pay out excess capital annuslly in the form of dividends to their respective parent companics for generat corporate use, as
permitted by applicable regulations,

The svailability of financing in the form of debt or equity is influenced by many factors including our profitability,
openating cash Mlows, debt levels, debt retings, contmetual restrictions, regulatory requirements and market conditions. The
securities and credit markets have been experiencing higher than normal volatility. During recent years, the federnl
government and various governmental ngencics have taken a number of steps to restore liquidity in the financial markets and
to help relicve the credit crisis and strengthen the regulation of the financial services market. In sddition, govemnments
around the world have developed their own plans to provide liquidity and security in the credit markets and to ensure
adequate capital in ceriain financial institutions.

We have a $2,500.0 commercial paper program, Should commercial paper issuance be unavailable, we have the ability
10 use 2 combination of cash on hand and/ar our $3,500.0 senior revolving credit facility 1o redeem any outstanding
commerciat paper upoh malurity. Additionsally, we believe the lenders participating in our credit facility would be willing
and able to provide financing in accordance with their Icgal obligations. In addition to the $3,500 O scnior revolving credit
facility, we estimate that we will seecive approximately $2,100.0 of dividends from our subsidinries during 2016, which also
provides further operating and financial flexibility.

The table below outlines the cash flows provided by or used in operating, investing and financing activities for the years
ended December 31,2015, 2014 and 2013:

Years Ended December 31
2015 2014 2013

Cash flows provided by (used in):

Operating activities $ 41160 $ 33693 § 3,052.3

Investing activities (1,151.5) (974.9) (2,234.4)

Financing activities (2,991.4) (1,822 5) (1,117.8)

Effect of foreign exchange rates on cash and cash equivalenta (53) (71} 22
{Decreuse) increase in cash and cash equivalents H (382) § 5648 § (R97.7)
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Liquidity—"Year Ended December 31, 2015 Compured (o Year Ended December 31, 2014

During the year ended December 31, 2615, net cash flow provided by operating activities was $4,116.0, compared to
$3,369.3 for the year ended December 31, 2014, an increase of §746.7. The increase was primarily attributable to an increase
in premium teceipts a8 a result of rte increases across our businesses designed to cover overall cost trends and the HIP Fee,
end growth in membership. The increase in cash provided by eperating activities was further attributable 1o the reccipt of the
reinsurance recoveries payment relnted to the 2014 Health Care Refurm reinsurance premium stabilization program and
payments made in 2014 that did not recur in 2015 for the adjudication of claims relating to the New York State contract
conversion fram our fully-insured Local Group business to a self-funded ASO contract. The increase in cash provided by
uperating nctivitics was partizily offset by en increase in claims payments, primarily as u resuit of membership growth, an
increase in income tax payments and an increase in the annunl HIP Fee payment.

Net cash flow used in investing activities was $1,151.5 during the year cnded December 31, 2015, compared to $574.9
for the year ended December 31, 2014, The increase in cash flow used in investing activities of $176.6 primarily resulted
from changes in cash flows relating to the purchase ard sale of subsidiaries, Cash wtilized for the purchase of subsidiaries
during the year ended December 31,2015 primarily related to the purchase of Simply Healthcare. During the year ended
December 31, 2014, cash was provided by the sale of our 1-800 CONTACTS business and glasses.com related asscts. The
increese in cash flow used in investing activilies was pantially offset by changes in securitics lending collatere] and a
decrease in net purchases of investments.

Nect cash flow used in financing activities was $2,997 4 during the year ended December 31, 2015, compared to §1,822.5
for the year ended December 31, 2014. The increase in cash flow used in financing uctivities of $1,174 9 primarily resulted
from changes in long-term borrowings as a result of net repayments of long-term borrowings during 2015 compared to net
proceeds from long-term borrowings during 2014, The increase in cash flow used in financing activities was further
attributable to changes in securitics lending payable, changes in bank overdrafis, on increase in cash dividends paid to
sharehoiders and a decrease in proceeds from the issusnce of comtnan stock under our employes stock plans. The increase in
cash MNow used in financing activitiex was partially offset by a decrease in common steck repurchases, an increase in net
proceeds from commercial paper borrowings, an increase in net proceeds from short-term borrowings and an increase in
excess tax benefils from share-based compensation.

Liquidity— Year Ended December 31, 2014 Compared to Year Ended December 31, 2013

During the year ended December 31, 2014, net cash flow provided by operating activities was $3,369.3, compared to
$3,052.3 for the year ended December 31, 2013, an increase of $317.0. This increase was primarily attributable to an
increase in premium receipts as a result of rate increases acrass our businesses designed o cover overall cost trends and new
fees associated with Health Care Reform and an increase in administrative fee receipts primarily as a result of growth in
membership. The increase in cash provided by operating activities was offset, in part, by payments for new fees associated
with Health Care Reform, including the HIP Fee and asscssments related to the Health Care Reform reinsurance premium
stabilization program. The increase was further offset by an increase in claims payments primarily as a result of membership
growth, an increase in personnel service costs and an increase in income 1axes paid.

Net cash flow used in investing activities was $974 9 during the year ended December 31, 2014, compared to $2,234 .4
for the year cnded December 31, 2013, The decrease in cash flow used in investing activities of $1,259.5 primarily resulted
from cash provided by the salc of our 1-800 CONTACTS business and glasses com related assets on January 31, 2014 and a
decrease in net purchases of invesiments, partially offsct by changes in securities lending collateral.

Net cash flow used in financing activities was $1,822.5 during the year ended December 31, 2014, compared to $1,717.8
for the ycar ended December 31, 2013, The increase in cash flow used in financing activities of $104.7 primarily resulted
from an increase in common stock repurchases, a decrease in proceeds from the issuence of commen stock under our
cmployee stock plans and an increase in net repayments of commercial paper borrowings, These increases in net cash used in
financing activitics were partially offset by changes in shont- and long-term borrowings as a result of net proceeds received
from long-term borrowings during 2014 compared to net repayments of short- and long-term borrowings during 2013 Tn
addition, the increase in net cash flow used in financing ectivitics was partially offset by changes in bank overdrafts and
changes in securities lending payable.
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Financial Condltion

We maintained & strong financial condition and liquidity position, with consolidated cash, cash equivalents and
investments, including long-term investments, of $23,124.7 at December 31, 2015, Since December 31, 2014, total cash,
cash equivalents and investments, including long-term investments, decreased by $653.0 primarity dus to comimon stock
repurchases, net repayments of short- and long-term borrowings, cash dividends paid to shareholders, the acquisition of
Simply Healthcare, purchases of property and equipment, decreases in bank averdrafts and decresses in securitiey lending
payables. These decreases were partially offset by cash generated from operations, net proceeds received from commercial
paper borrowings, decreases in securities lending collateral, proceeds from issuance of common stock under employee stack
plans and excess tax benefits from sharc-based compensation.

Many of our subsidiaries are subject to various government regulations that restrict the timing and amount of dividends
and other distributions that may be paid to their respective parent companies. Certain accounting practices prescribed by
insurance regulatory authorities, or statutory accounting practices, differ from GAAP. Changes that oceur it statutory
accounting practices, if any, could impact our subsidiaries' future dividend capacity. In addition, we have agreed to certain
undertakings to regulatory authorities, including the requirement to maintain cerlain capital levels in certain of our
subsidiaries.

At December 31, 2015, we held $1,368.3 of cash, cash equivalents and investments at the parent company, which are
available for gencral corporate use, including investment in our businesses, acquisitions, potential future common stock
repurchases and dividends to shareholders, repurchases of debt securities and debt and interest payments.

Debt

During the year ended December 31, 2015, we repurchased $920.0 of the aggregate principal balance of our outstanding
senior convertible debentures due 2042, or the Debentures. In addition, $66.6 aggregate principal balance was surmendered
for conversion by certain holders in eccordance with the terms and provisions of the indenture govering the Debentures. We
elected to seitie the excess of the principal amount of the repurchases and conversions with cash for total payments of
$2,055.7. We recognized a gain on the extinguishment of debt related to the Debentures of $12.7, based on the fair values of
the debt on the repurchase and conversion settlement dotes.

On September 10, 2015, we repaid, upon maturity, the $625.0 outstanding principal balance of our 1.25% senior
unsecured notes due 2015 Additionally, during the year ended December 31, 2015, we repurchased $13.0 of outstanding
principal balance of certnin other senior unsecured notes, plus applicable premium, accrued and unpaid interest, for cash
totaling $16 2. We recognized a loss on extinguishment of debt of $3.4 on the repurchase of these notes.

On May 12, 2015, we issued 25 0 Equity Units, pursuant to an underwriting ogreement dated May 6, 2015, inan
aggregaie principal amount of $1,250.0. Eech Equity Unit has a stated amount of $50 (whole doilars) and consists of 8
purchase contract obligating the holder to purchase a certain number of shares of aur common stock on May 1, 2018, subject
to earlier termination or sctilement, for a price in cash of $50 (whole doflars), and a 5% undivided beneficial ownership
interest in $1,000 {(whole dotlars) principal amount of our 1 500% remarketable subordinated notes, or RSNs, due 2028. We
received $1,228 8 in cash proceeds from the issuance of the Equity Units, net of underwriting discounts and comrmissions
and offering expenses payable by us, and recorded $1,250.0 in long-term debt.

On September 15, 2014, we redeemed the $500.0 outstanding principal balance of our 5.000% senior unsecured notes
duc 2014, plus applicable premium for early redemption and accrued and unpaid interest to the redemption date, for cash
toteling $512.3. We recognized 2 loss on extinguishment of debt of $2.3 on the redemption of these notes.

On September 11, 2014, we redeemed the $1,097.9 cutstanding principal balance of our 5 250% senior unsecured antes
due 2016, plus applicable premium for carly redemption and accrued and unpaid interest to the redemption date, for cash
totaling $1,178 2, We recognizcd a foss on extinguishment of debt of $67.6 on the redemption of these notes.

Additionally, during the year ended December 31, 2014, we repurchased $52.0 of outstanding principal amount of
certain other senior unsecured nates, plus applicable premium for early redemption plus accrued and unpaid interest, for cash
totaling $61.0. We recognized a loss on extinguishment of debt of $11 2 for the year ended December 31, 2014 on the
repurchase of these notes

-7-
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On August 12, 2014, we issued 5850 0 of 2.250% notes due 2019, $800.0 of 3 500% notes due 2024, $800.0 of 4.650%
notes due 2044, and $250.0 of 4,850% notes due 2054 under our shelf regisimtion statement. We used the proceeds from this
offering in part 1o fund the purchose price of the 5.000% and 5.250% senior unsecured notes discussed above, and the
remaining net proceeds were uscd for genera! corporate purposes. Interest on the notes is payable semi-annuaily in arrears on
February 15 and August 15 of each year and commenced en February 15, 2015. The notes have a call feature that allows us
1o redeem the notes at any time at our option end a put feature that atlows a note holder to redeem the notes upon the
occurrence of both a change in control event and a downgrade of the notes below an investment grade rating.

On September 5, 2013, we redeemed the $400 0 outstanding principal balance of our 6. 000% senior unsecured notes duc
2014, plus spplicuble premium for earty redemption and accrucd and unpaid interest to the redemption date, for cash totaling
$411.0. We recognized a loss on extinguishment of debt of $10.0 on the redemption of these notes.

On July 30, 2013, we initiated a cash tender offer and consent solicitation to purchase up to $300.0 aggregate principal
amount of our outstanding 5.875% notes due 2017 and 7.000% notes due 2019 (the “First Trenche Offer”) and to purchase
up to $300.0 aggregate principal smount of our outstanding 5.950% notes due 2034, 5 850% notes due 2036, 6.375% notes
due 2037 and 5 800% noles due 2040 (the “Second Tranche Offer”), collectively, the “Tender Offers”, The Tender Offers
were each subjcct to increase up to an additionat $100.0 at our clection. On August 12, 2013, we increased the Second
Tranche Offer fo $400 0 and on August 13, 2013 we repurchased $300.0 of the First Tranche Offer notes and $400.0 of the
Second Tranche Offer notes for cash totaling $837.7. Holders who tendered their notes prior to the carly tender date received
the principal amounts, applicable premium for eatly redemption and accrued and unpeid interest 1o the early tender offer
settlement date. We recognized o Joss on extinguishment of debt of $135.3 on the repurchase of these notes.

On July 30, 2013, we issued $650,0 of 2.300% notes due 2018 and $600,0 of 5.100% notes due 2044 under our shelf
registration statcment. We used the proceeds from this offering in part to fund the purchasc price of the 6 000% senior
unsecured notes and the Tender Offers discussed above, and the balance for gencral corporate purposes. Interest on the notes
is payable semi-annually in arrears on January 15 and July 15 of each year and commenced on January 15, 2014. The notes
have & call feature that ellows us to repurchase the noles at any time at our option end a put feature that allows a nole holder
10 require us to repurchase the notes upon the eccurrence of both a change in contsol event end a downgrade of the notes
below an investment grade rating.

On January 25, 2013, we redeemed the cutstanding principal balance of $475.0 of 7.500% senior unsecured nates due
2019, plus applicable premium, accrued and unpaid interest, for cash totaling $555 6. The weighted-average redemption
price of the notes was approximately 117% of the principal amount oulstanding.

For additional information related to our borrowing activities, see Note 12, "Debi” to our audited consolidated financial
statements included in Part 11, Hem 8 of this Aanual Report on Form 10-K.

We calculate our consalidated debt-to-capita) ratio, & non-GAAP measure, which we belicve sasists investors and rating
Bgencies in measuring our overall leverage and additional borrowing capacity. In eddition, our bank covenants include a
maximum debi-to-capital ratio that we cannot and did not exceed. Qur debt-lo-capite] ratio is caleulated as the sum of debt
divided by the sum of debt plus shareholders' equity. Our debi-to-capitnl ratio may not be comparable to similarly titled
measures reported by other companies. Our consolidated debt-to-capital ratio was 40.8% and 38.3% as of December 31,
2015 and 2014, respectively. We expect that our pro (orma debt-to-capital matio will approximate 49% at the closing of the
ncquisition of Cigna and we arc committed 1o deleveraging to the low 40% range approximately twenty-four months
following the closing,

Our senior debt is rated “A™ by Standard & Peor’s, “BBB” by Fitch, Inc., “Ban2" by Moody's Investor Service, Inc. and
“bbb+" by AM Best Company, Inc. We intend 1o maintain our senior debt investment grade ratings. A significant downgrade
in our debt rtings could adverscly affect our borrowing capacity and costs.

Future Sources and Uses of Liguldity

During the year ended December 31, 2015, we entered into a bridge facility commitment letter and & joinder agreement,
and & term loan facility, to finance a portion of the pending acquisition of Cigna. The commitment of the lenders to provide
the bridge facility and the tenm loan facility is subject to scveral conditions, including the completion of the Acquisition. For
additional information, see the *Overview” section inciuded in this "Management's Discussion and Analysis of Finencial
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Condition and Results of Operations™; and Note 3, “Business Acquisitions and Divestiture - Pending Acquisition of Cigna
Corporation” included in Part 11, ltem 8 of this Annua) Report on Form 10-K.

We have a shelf registration statement on file with the Securities and Exchange Commission ta register an unlimited
amount of any combination of debt or equity securities in one or more offerings. In April 2015, we filed a post-effective
amendment to our shelf registration statement to register warrants, depositary shares, rights, stock purchase contracts and
stock purchase units as additional securities that cen be offered under the shelf registration statement. Specific information
tegarding terms and securities being offered will be provided at the time of an offering. Proceeds from future offerings are
expected to be used for generaf corporate purposes, including, but not limited to, the repayment of debt, investments in or
extensions of credit 10 our subsidiarics and the financing of possible ncquisitions or business expansion.

On August 25, 2015, we terminated our $2,000.0 senjor revolving credit facility, initially scheduled to mature on
September 29, 2016, and eotered into a Rew 53,500,0 senior revolving credit facility, or the Facility, with a group of lenders,
The interest rate on the Facility is based on cither the LIBOR rate or a base ratc plus 8 predetcrmined rate based on our
public debt rating at the dote of utilization. Our ability to borrow under the Facility is subject to compliance with certain
covenants. The Facility matures on August 25, 2020 and is available for general corporate purposes. There were no amounts
outstanding under the senior revolving credit facilities ot December 31, 2015 or 2014

We have an nuthorized commercial paper progeam of up to $2,500.0, the proceeds of which may be used for general
corporate purposes, At December 31, 2015, we had $682 2 outstanding under our commercial paper program. We did not
have any borrowings outstanding under our commercis) paper program at December 31, 2014. Commercial paper
borrowings have been classified as fong-torm debt at December 31, 2015 as our general practice and intent is to replace
short-term commercial paper outstanding at expiration with additional short-term commercial paper for an uninterrupied
period extending for more than one year and we have the ability to redecrn our commervial paper with borrowings under the
senior revolving credit facility described sbove.

We are 8 member, through ceriain subsidiaries, of the Federal Home Loan Bank of Indianapolia, the Federal Home Loan
Bank of Cincinnati and the Federal Hlome Loan Bank of Atlanta, collectively, the FHLBs, and as o member we have the
ability 10 obtain short-term cash advances subject to ceriain minimum collateral requirements. At December 31, 2015 and
2014, $540.0 and $400.0, respectively, were outstanding under our short-term FHLBs borrowings.

As discussed in “Financial Condition” sbove, many of our subsidiaries are subject 1o various govemment regulations
that testrict the timing and amount of dividends and other distributions that may be paid. Based upon these requirements, we
are currently estimating approximately $2,100.0 of dividends to be paid to the parent company during 2016 During 2015, we
received $2,672.3 of dividends from our subsidiaries.

We regularty review the appropriate use of capital, including acquisilions, commion stock ond debt security repurchases
and dividends to shareholders. The declaration and payment of any dividends or repurcheses of our common stock or debt is
at the discretion of our Board of Dircetors and depends upon our financial condition, results of operations, future liquidity
needs, regulatory and copital requirements and other factors deemed relevant by our Board of Directors,

A summary of the cash dividend activity for the year ended December 31, 2015 is as follows:

Dividend
Declarstlon Date Retord Date Payment Date per Share Total
January 27, 2015 March 10, 2015 March 25, 2015 $ 06250 s 166.6
April 28, 2015 June 10, 2015 June 25, 2015 0.6250 1639
July 28,2015 September 10, 2015 September 25, 2015 06250 163.0
Qctober 27, 2015 December 4, 2015 December 21, 2015 0.6250 163.1

On February L8, 2016, our Board of Directors declared a quarterly cesh dividend of $0.6500 per share on the
autstanding sharcs of our common stock. This quarterly dividend ia payable on March 25, 2016 1o the sharcholders of record
s of March 10, 2016,
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A summary of common stock repurchases for the year ended December 31, 2015 is os follows:

Year Ended
December 31,
2018
Shares repurchased 104
Average price per share H 145 50
Aggrepate cost 3 1,515.8
Authorization remaining at the end of each period b} 41759

On October 2, 2014, the Board of Directors authorized a $5,000.0 increase to the common stock repurchase program,
Repurcheses may be made [rom time to time at prevailing market prices, subject to certain restrictions on volume, pricing
and timing The repurchases are eficcied from time to time in the open market, through negotiated transactions, including
accelerated share reputchase sgreements, and through plans designed to comply with Rule 10b5-1 under the Securities
Bxchange Act of 1934, as amended. We expect to utilize the unused authorization remaining at December 31, 2015 over a
multi-year period, subject to market and industry conditions, Our stock repurchase program is discretiongry &s we are under
no obligation to repurchase shares. We repurchase shares under the program when we believe it is a prudent use of capital.

Contractual Obligations and Commitmenis

Our estimated contractuat obligations and commitroents a3 of December 31, 2015 are as follows:

Payments Due by Period
Less than More thea
Totsl 1 Yenr 1-3 Years 35 Yesnn 5 Years

Oa-Balnoce Sheel:

Debt' $ 247428 § 12762 § 33166 $ 29739 § 171761
Other long-term liabifities® 1,3178 62.4 518.0 464 9 27125
Oft-Balance Sheet:

Purchase obligations® 2,8193 1,820 5 750.9 247.9 —
Operating lease commitments 848.7 1415 2672 194.2 2458
Investment commitments’ 685.3 2728 2247 1439 389

Total contractual obligations and commitments $ 30,4139 $ 35734 § 50774 § 40298 § 17,7333

1 Includes estimoted interest expensc.

2 Primarily consists of reserves for future policy benefits, projected other postretirement benofits, deferred compenaation, supplemental
exocutive retirement plan liabililics and centain other miscellanecus tong-term obligations. Estimated future payments for funded
pension benefits have been excluded from this table as we had ne funding requirements under ERISA at December 31, 2015282
result of the valus of the assets in the plana.

1 Includes estimated paymenta for future services under contractual arrengements from third-party service contracts.

4 Includes unfunded copitel commitments for altemative inveastments.

The above table does not contain $224.3 of gross liabilities for uncertain tax positions and interest for which we cannot
reasonsbly estimate the timing of the resolutions with the respective taxing authoerities. For further information, see Note 7,
“Income Taxes,” to the audited consolidated financial statements included in Part II, Item 8 of this Annual Report on Form
16-K

In addition 1o the contractual obligations and commitments discussed above, we have a variety of other contractual
agreements related to acquiring materials and services used in our operations. However, we do not believe these other
agrecmenis contain material noncancelable commitments

We believe that funds from future operating cash flows, cash ond investments and funds available under our senior
revolving credit facility, bridge facility, term loan facility endfor from public or private financing sources, will be sufficient
for future operations and commitments, and for capital cquisitions end other strategic transactions.
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Off-Balance Sheet Arrangements

We do not have any off-balance sheet derivative instruments, guarantes trunsactions, agrecments or other contractual
afrangements or any indemnification agreements that will require funding in future periods. We have not transferred assets to
an uncensolidated entity that serve as credit, liquidity or market risk support o such entity, We do not hold any variable
interest in an unconsolidated entity where such entily provides us with financing, liquidity, markst risk or credit risk support.

Risk-Based Capital

Our regulated subsidiaries’ states of domicile have statutory risk-bused capital, or RBC, requirements for health and
other insurance companies and health maintenance organizations largely based on the National Association of Insurance
Commissioners, or NAIC, RBC Model Act. These RBC requirements are intended to measure cagital adequacy, taking into
account the risk characteristics of an insurer's investments and products, The NAIC sets forth the formula for calculating the
RBC requircments, which arc designed to take into account asset risks, insurance risks, interest rate risks and other relevant
risks with respect to an individuel insurance company’s business. In general, under the RBC Model Act, an insurance
company must submit a report of its RBC level to the state insurance departiment or insurance commissioncr, s 2ppropriate,
at the end of each calendar year Our regulated subsidiaries’ respective RBC levels as of December 31, 2015, which was the
most recent date for which reponting was required, were in excess of all mandatory RBC thresholds. In addition to exceeding
the RBC requitements, we are in compliance with the Hiquidity and capitel requirements for a licensee of the BCBSA and
with the 1ngible net worth requirements appticabiie to certain of our Califomiz subsidiaries.

For ndditional information, see Note 21, “Statutory Information,” to our audited consolidated financial statements
included in Part I1, Ttem 8 of this Annual Report on Form 10-K.

Forward-Looking Staiements

This document contains certain forward-looking information about us that is intended to be covered by the safe harbor
for “forward-fooking statemenis™ provided by the Private Securities Litigation Reform Act of 1995, Forward-fooking
statements are generally not historical facts. Words such a3 “expect,” “feel," “believe,” "wil,” “may,” “should, "

“anticipate,” "intend, " “cstimate," “project"” “forecast,” “plan, " and similar expressions are intended to identify forward-
looking statements. These statements include, but are not lmited to: financtal projections and estimates and their underlying
assumptions; stalements regarding plans, cbjectives and expectations with respect io future operations, products and
services; and statements regarding future performance. Such siatemenis are subject lo certaln risks and unceriainties, many
of which are difficult to predict and generally beyond our control, that could cause actual results to differ materially from
those expressed in, or implied or projected by, the forward-looking stetements. These risks and uncertalniies include: those
discussed and identified in our public filings with the U.S. Securities and Exchange Commission, or SEC; increased
government participation in, or regulation or taxation of health benefits and managed care operatians, including, but not
limited to, the impact of the Patient Protection ond Affordable Care Act and the Health Care and Education Reconciliation
Act of 2010, or Health Care Reform; trends in heaith care costs and wiilization rates; our ability to secure sufficlent
premium rares including regulatory approval for and implemeniotion of such rates; our participation in federal and state
health insurance exchanges under Health Care Reform, which have experienced and continue to experience chalfenges due
to implementation of initial and phased-in provisions of Health Care Reform, and which entaif unceriainties associated with
the mix and volume of business, particularly in our Individual and Small Growp markets, that could negatively impact the
adequacy of our premium rates and which may not be sufficiently offset by the risk apportionment provisions of Heaith Care
Reform; the ultimate outcome of our pending acquisition of Cigna Corporatien (“Cigna") fthe "Acquisition"), including our
ability fo achieve the synergies and value creation contemplated by the Acquisition within the expected time period, or at all,
and the risk that unexpected costs will be incurred in connection therewith; the ultimate outcome and results of integrating
our and Cigna s operations and disruption from the Acquisition making it more difficui! to maintain businesses and
operational relationships; the possibility that the Acquisition does not close, inclinfing, but not limited to, due to the failure
to satigfy the closing conditions, including the recelpt of required regulatory approvals; the risks and uncertainties detailed
by Cigna with respect to its business as described in its reports and documents filed with the SEC; our ability to contract
with providers on cost-effective and competitive terms; competitor pricing below market frends of increasing costs; reduced
enroliment, as well as @ negative change in our health care product mix: risks and uncertainties regarding Medicare and
Medicaid programs, including thase related fo non-compliance with the complex regulations imposed thereon and finding
rizks with respect 1o revenue received from participation therein; a downgrode in our financial strength ratings; increases in
costs and other
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liabilities associated with increased litigation, government investigations, audits or reviews; medical malpractice or
praofessional Nability claims or other risks related to health care services provided by our subsidiaries; our ability to
repurchase shares of our common stock and pay dividends on our comman stock due to the adequacy of our cash flow and
earnings and otker considerations; non-compliance by any party with the Express Scripts, Inc. pharmacy benefit
management services agreemerts, which could result in financial penalties, our inability to meet customer demands, and
sanctions imposed by governmental entities, including the Centers for Medicare and Medicald Services: evenis thai result in
negative publicity for us or the health benefits industry; failure to effectively maintain and modernize our information
systems; evenis that may negatively affect our licenses with the Biue Cross and Blue Shield Association; state guaranty fund
assessments for insolvent insurers; possible impairment of the value of our intangible assets if future results do not
adequately support goodwill and other intangible assets; intense competition fo attract and retain employees; unauthorized
disclosure of member or emplayee sensitive or confidential information, including the impact and outcome of investigation,
inguiries, claims and litigation related to the cyber attack we reporied in February 2015; changes in economic and market
conditions, as well as regulations that may negatively qffect our investment porffolios and liguidity; possible restrictions in
the payment of dividends by our subsidiaries and increases in required minimim levels of capital and the potential negaiive
effect from our subsiantial amount of outstanding indebiedness; general risks associated with mergers, acquisitions and
strategic alliances; various laws and provisions in our governing doctanents that may prevent or discourage takeovers and
business combinations; future public health epidemics and catastrophes; and general economic downturns. Readers are
cautioned not 1o place uindve reliance on these forward-looking statements that speak only as of the date hereaf. We do not
underiake to update or revise any forward-fooking statements, except as required by applicable securities laws. Investors are
also advised 1o carefully review and consider the various risks and other disclosures discussed in our SEC reports.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
{In Millions, Except Per Share Data or As Otherwise Stated Hereinj

As a result of our investing and borrowing activitics, we are exposed to financial market risks, including those resulting
from changes in interest mtes and changes in market valuations, Potentia impacts discussed below are based upon sensitivity
analyses performed on our financial position as of December 31, 2015, Actual results could vary from these estimates. Our
primary objectives with our investment portfolio are to provide safety and preservation of capital, sufficient liquidity to meet
cash flow requirements, the integration of investment strategy with the busincss operations and an aitainment of 2
competitive after-tax total return,

Investments

Our investment portfolio is exposed 1o three primary sources of risk: credit quality risk, inlerest rate risk and market
valuation risk

The primary risks associated with our fixed maturity securities are credit quality risk and interest rate risk. Credit quality
risk i3 defined as the risk of a credit event, such as a ratings downgrade or default, to an individua! fixed moturity security
and the potential Joss attributable to that event. Credit quality risk is managed through our investment policy, which
estoblishes credit quality limitations on the overall portfolio as well as diversification and percentage limits on secutities of
individual igsuers. The result is a well-diversified portfolio of fixed maturity securitics, with an average credit rating of
approximately “A." Interest mte risk is defined as the potential for cconomic losses on {ixed maturity securitics dug to a
change in markct interest rates. Our fixed maturity portfolio is invested primarily in U.S. govemment securitics, corporate
bonds, asset-backed bonds, mortgage-related securities and municipal bonds, all of which have exposure to changes in the
leve! of market intcrest rates. Interest rate risk is managed by maintaining asset duration within a band besed upon our
linbilitics, opemting performance and liquidity needs. Additionally, we have the capability of holding eny security to
maturity, which would aliow us to realize full par value.

Qur available-for-sele investment postfolio includes corporate sceurities which acceunt for 41 7% of the intal portfolio
at December 31, 2015 and are subject to credit’default risk, In a declining economic environment, corporate yields will
usually increase prompted by concem over the ability of corporations to make interest payments, thus causing a decrease in
the price of corporate securities, and the decline in velue of the corporate fixed maturity portfolio. We manage this risk
through fundamenta) credit analysis, diversification of issuers and industries and an average credil rating of our corporate
fixed maturity portfolio of approximately “BBB.”

Our cquity portfoliv is comprised of large capitalization and small capitalization domestic equities, foreign equitics wnd
index mutuel funds, Qur equity portfolio is subject to the valatility inberent in the stock market, driven by concerns over
economic conditions, camings and sales growth, infletion, end consumer confidence. These systemic risks cannot be
managed through diversification alone. However, more routine risks, such as stock/industry specific risks, are managed by
investing in a diversified equity portfolio.

As of December 31, 2015, 92.2% of our available-for-sale investments were fixed maturity securitics, Market rigk is
addressed by sctively managing the duration, allocation and diversification of our investment portfolio, We have cvaluated
the impact on the fixed maturity portfolio’s fair value considering an immediate 100 basis point change in interest rates. A
100 basis point increase in interest rates would result in an approximate $776 2 decrease in fair value, whereas a 100 basis
point decrease in interest rates would result in an approximate $732.9 increase in fair value. While we classify our fixed
maturity securities as “available-for-sale” for accounting purposes, we believe our cash flows and duration of our poitfulio
should allow us to hold securities to maturity, thereby svoiding the recognition of losses should interest rates rise
significantly.

As of December 31, 2015, 7.8% of our available-for-sale investments were equity securitics, An immediate 10%
decrease in each equily investment's value, arising from markct movement, would result in a fair value decrease of $147.3
Altematively, an immediate 10% increase in cach equity investment’s value, attributable 1o the same factor, would result ina
fair value increase of $147.3,
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TFor additional information regarding our investments, see Part 11, Item 8, Note 4, “Investments”, to our audited
consolidated financial staternents and “Critical Accounting Policies and Estimates - Investments” within Part 11, Item 7
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in this Annual Report
on Form 10-K.

Long-Term Dcht

Our tota! long-term debt at December 31, 2015 consists of senior unsccured notes, remarketable subordinated notes,
convertible debentures, commercial paper and subordinated surplus notes by one of our insurance subsidiaries, At
December 31, 2015, the carrying value end estimated fair vaiuc of our long-term debt was $15,324.5 and $16,185.5,
respectively. This debt is subject to interest rate risk as these instruments have fixed interest rates and the fair value is
affected by changes in market interest rates, Should interest rates increase or decrease in the future, the estimated fair value
of our fixed rate debt would decrease or increase accordingly.

For additional information regarding our long-term debt, see Note 6, "Fair Value" and Note 12, *Debt” to our audited
consolidated financial statements inclueded in Part I1, Item 8 of this Annual Report on Form 10-K.

Derivatives

We have exposure 10 economic losses due (o interest cate risk arising from changes in the level or volatility of interest
rates, We etteimpt to mitigate our exposure to interest rate risk through the use of derivative financial instruments These
sirategies include the use of interest rate swaps and forward contracts, which are used 1o lock-in interest rates or to hedge (on
an economic basis) interest rate risks associated with variable rate debt. We have used these types of instruments as
desipnated hedges against specific liabilities.

Chanpes in interest rates will affect the estimated fair value of these derivatives. As of December 31, 2015, we recorded
a net liabitity of $69.0, the estimated fair veluc of the swaps at that date. We have evaluated the impact on the interest rale
swaps' fair value considering an immediate 100 basis point change in interest rates. A 100 basis point increase in interest
rates would result in 8n approximate $655 2 decrease in fair value, whereas a 100 basis point decrease in interest rates would
result in an approximate $655.2 increase in fair value.

We also utitize put and call options on the S&P 500 index to hedge, on an economic basis, the exposure of our equity
security portfolio to fluctuations in the equity markets. While the impact of fluctuations in the equity markets on these
derivatives are largely offset by changes in the fair values of our equity security portfolio, the change in fair value of the
derivatives is recognized immediately in our income statement, whereas the change in fair volue of our equity securities is
recognized in eccumulated other comprehensive income. Accordingly, a decrease in the S&P 5008 index of 10% would result
in an approximate increase of $24.3 in the fair value of these derivatives An increase in the S&P 500 index of 10% would
result in an approximate decrease of $23.7 in the fair value of these derivatives.

For additional information regarding our derivatives, see Note 5, “Derivative Financial Instruments™ to our audited
consolidated financial statemnents included jn Part 1, tem 8 of this Annual Report on Form 10-K. Also for accounting related
to securities in our equity portfolio, see “Critical Accounting Policies and Estimates — Investments” within Part I1, Tiem 7
“Management Discussion and Analysis of Financial Condition and Results of Operations™ included in this Annual Report on
Form 10-K.
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